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In the Matter of the Application of 

HAWAIIAN ELECTRIC COMPANY, INC. ) Docket No. 05-0069 

For Approval andfor Modification of 
Demand-Side and Load Management ) 
Programs and Recovery of Program 
Costs and DSM Utility Incentives. 

ROCKY MOUNTAIN INSTITUTE'S RESPONSES TO 

INFORMATION REQUESTS FROM 

THE HAWAIIAN ELECTRIC COMPANY 

In accordance with the Schedule of Proceedings in Docket No. 05-0069 (as amended) 

Rocky Mountain Institute (RMI) respectfully submits its responses to the information requests by 

the Hawaiian Electric Company (HECO). 
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Ref: RMI FSOP, page 7. "If the current growth rate continues 
and we assume the level of efficiency in the utility's most current plans and current renewable 
projects, then the state's oil dependence will increase to 78.5% by 2015." 

Please provide the workpapers upon which the 78.5% is based. 

RMI RESPONSE (Kyle Datta): 

See attached table. 

The supporting Excel Spreadsheet is not in a format that is practical to print and is provided in 
electronic format. 



STATEWIDE ENERGYMIX 
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RMI FSOP, page 10. "HECO, in its recent IRP filing, is already proposing an effective 
reduction of 0.6% of gross sales." 
Please provide workpapers and cites upon which the 0.6% is based. 

RMI RESPONSE (Kyle Datta): 

See attached excel spreadsheet 



HECO 

- Table 17.13 - Service Provided by HECO on Oahu 199 1 - 200 1 

- From 2004 baseline for All Utilities EP and MAP Summary - EE Summary.xls sent by 1 



HECO - DSM Programs 
Accomplishments and Surcharges Report, 313 112003 

DBEDT DATA BOOK , Table 17.13- SERVICE PROVIDED BY HAWAIIAN ELECTRIC COMPANY, IP 
ON OAHU: 1991 TO 2001 

I I Residential I 1 
Customers Net input 1 Year 1 Total C u s t o ~ r s  Only (1,000 kwh) * I I Electricity sales (1,000 kwh) 

I 

7 residential 

* Net generation plus purchased power. 
** Based on average number of customers during the year. 
*** Includes firm purchase power. 



1996 - 2004 Historical DSM Program Energy Savings and Lost Margins 
Incremental Energy Savings (kwh) - net of free riders a the customer level 
Year Total (kWh) Total (GWh) 

1996 13,704,530 13.705 
1997 27,661,529 27.662 
1998 19,25 1,090 19.251 
1999 19,212,162 19.212 
2000 19,917,527 19.918 
2001 29,074,196 29.074 
2002 22,416,554 22.417 
2003 24,526,554 24.527 
2004 17,118,312 17.118 

Source: DOD-IR-5-4.xls, DOD / HECO-IR-5-4, Docket NO. 04-01 13, Page 4 of 7 

Hawaiian Electric Company Cumulative DSM Impacts 
Incremental DSM Program Impacts 2005 2006 2007 2008 
Energy (GWh - Cust Level*) 48.60 48.60 48.60 48.60 
Demand (MW -Net to Sys Level*") 19.60 19.60 18.90 17.30 
Energy (gWh - Grs Gen Level) 54.70 109.50 164.20 219.00 

Energy (gWh - Cust Level*) 48.60 97.30 145.90 194.50 
Demand (MW - Grs Gen Level) 2 1 .OO 42.00 62.20 80.80 
Demand (MW -Net to Sys Level**) 19.60 39.20 58.10 75.40 

* Customer Level, inlcuding fiee riders, annualized. 11.17% loosses from the Grs Gen Level 
**Net to Sysem Level, net of Free Riders. 4.864% losses to the Customer Level 
Source: "The Big White Binder" T-10 Exhibits 11-04-04 rev l.xls, HECO - 1015, Docket NO. 04-01 13, Page 1 of 1 

%per year 

0.006086819 
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Ref: RMI FSOP, Page 10. "RMI observes that independent, third-party administrators, such as 
Efficiency Vermont, . . . as reported by ACEEE in their 2006 study are achieving a 1% reduction 
of energy reductions in electrical sales each year." 

Please provide a copy of the study referenced in footnote 8 on page 10 and identify 
whether each program administrator's reported reductions include free-riders, and the generation 
level (gross generation, net-to-system level, or customer level) at which the reductions are 
reported. 

RMI RESONSE (Natalie Mims under the direction of Kyle Datta): 

"Many of the leading programs are targeting and achieving savings of 1% of covered electricity 

and natural gas use each year from end-use energy efficiency programs. This includes programs 

in California, Connecticut, New Jersey, and ~ermont."' 

The current trend in measurement and verification of energy efficiency is to create 

standardized protocol for individual or groups of programs. In January 2006, the Northeast 

Energy Efficiency Partnership ("NEEP") published "The Need for and Approaches to 

Developing Common Protocols to Measure, Verify and Report Energy Efficiency Savings in the 

~ortheast ."~ NEEP looked at the measurement and verification protocols in CT, ME, MA, NH, 

NH, NY, RI, and VT. In April 2006, California adopted standardized measurement and 

verification protocols. 

New England 

NEEP's 2006 report found that "the majority of program administrators in the region 

report savings to their regulatory commissions at the net customer meter level, except New 

' Nadel, Steven, "Energy Efficiency Resource Standards: Experience and Recommendations." ACEEE Report 
E063, March 2006, p29. 

Available at: www.neep.org/policy~and~outreach/policy~outreach.h~l 
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Jersey and Vermont, which report savings at the net generator level."' Reported savings data can 

also vary in terms of whether it is annual, lifetime andlor cumulative savings. Most states require 

regulatory approval of savings, while a couple of state commissions review the savings data but 

do not issue approval orders (CT, NY).~ 

The report found that, in New England, M&V protocols often make the distinction 

between gross and net energy and demand savings from energy efficiency programs. NEEP 

compared gross savings algorithms (which quantify the estimated change in energy consumption 

andfor demand that results directly from EE program-related actions taken by participants in the 

program, regardless of why they participated) used to calculate selected measures in a sample of 

states and found that they are largely similar, although they can be difficult to compare due to 

variances in terminology. The most important distinction among states is that they have different 

rules on what adjustments are applied to gross savings to calculate net savings (which reflect 

only energy efficiency savings that can be attributed to the programs). 

NEEP also studied market effects, finding 

Gross savings are typically adjusted up or down to reflect energy and demand savings 
due to market effects, such as spillover (participant or non-participant) and free-ridership. 
Spillover effect is a positive adjustment to savings, while free-ridership is a negative 
adjustment, the combination of which results in a net market e f f e ~ t . ~  

NEEP found that states vary in what market effect adjustments are made to gross savings, 

as shown in Table 1 .6 Six of the eight states include some form of spillover effect, while four of 

the eight states include an adjustment to reflect free-ridership. Some states include net market 

The Northeast Energy Efficiency Partnership (NEEP), "The Need for and Approaches to Developing Common 
Protocols to Measure, Verify and Report Energy Efficiency Savings in the Northeast," January 2006, p8. 

NEEP, p9. 
NEEP p 19. 
NEEP p20. 
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effects (i.e., the difference between spillover and free-ridership) in their reported energy and 

demand savings, while others include them only in their cost-effectiveness analyses. 

Table 1. Spillover and Free-ridership in Select States. 

In summary, Connecticut and New York report savings at the net customer meter level 

and New Jersey and Vermont report savings at the net generator level. New Jersey is the only of 

~ree-ridershipg 

Yes 

No 

Yes 

Yes 

the four states that does not account for spillover or free-ridership in some form. 

Summary of Spillover 

(N~n-~a r t i c i~an t )~  

Yes 

No 

Yes 

Yes 

State 

CT 

NJ 

NY 

VT 

California 

Summary of Spillover 

(Participant) 

Yes 

No 

Yes 

No 

In April 2006, the California Public Utility Commission (CPUC) and the California 

Energy Commission (CEC) established protocols that together comprise the primary evaluation 

guidance document for energy efficiency program and program portfolio evaluation efforts.'' 

The CPUC's evaluation goal with the Evaluation Protocols is to assess net program-specific 

energy impacts or the market level impacts of the portfolio of energy efficiency services and to 

compare those results with the assigned energy savings goals. 

LLParti~ipant spillover are the additional energy efficiency actions that program participants take outside a program 
as a result of having participated in the program." NEEP p19. 
8 "Non-participant spillover are changes in the energy use of non-participants as a result of a program." NEEP p19. 

"Free-ridership is the fraction of gross program savings that would have occurred despite the program, where a 
fieerider is a non-participant who adopted a particular efficiency measure or practice but would have done so 
anyway absent the EE program." NEEP p19. 
'O TecMarket Works Team, "California Energy Efficiency Evaluation Protocols: Technical, Methodological and 
Reporting Requirements for Evaluation Professionals." Prepared for CPUC April 2006. 
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The Participant Net Impact Protocol (one of the Protocols in the Impact Protocol 

Evaluation) states that, "All participant net impact analysis must be designed to estimate the 

proportion of savings that is program-induced and net of free-ridership estimates.. ."" A free- 

rider is defined as a "program participant who would have implemented the program measure or 

practice in the absence of the program." l2 ~ h u s ,  California's standard does not include free- 

ridership in it's evaluation of assigned energy savings goals. 

The California Evaluation ~ramework'~ ("Framework") mandated by the CPUC 

recommends several methods for evaluating assigned energy savings goals. Chapter 6 and 7 of 

the Framework focus on estimating the gross and net effects from the implementation of ones or 

more energy efficiency programs. Most program impact projections contain ex-ante estimates of 

savings. These estimates are what the program is expected to save as a result of its 

implementation efforts. These estimates are used for program planning and contracting purposes 

and for prioritizing program funding choices. 

The impact evaluation focuses on identifying and estimating the amount of energy and 

demand the program actually provides. Estimates of actual savings are ex-post savings; program 

savings that can be documented after the program has made the changes that are to produce the 

savings. 

In summary, California has recently adopted standardized protocols that collectively 

comprise the primary evaluation guidance document for energy efficiency program and program 

portfolio evaluation efforts. These protocols evaluate energy efficiency net of free-ridership. 

l 1  California Energy Efficiency Evaluation Protocols: Technical, Methodological and Reporting Requirements for 
Evaluation Professionals, p 36. 
l2 California Energy Efficiency Evaluation Protocols: Technical, Methodological and Reporting Requirements for 
Evaluation Professionals, p242. 
l3 TecMarket Works Team, "The California Evaluation Framework." Prepared for the CPUC June 2004. 
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California also has an Evaluation Framework that has several methods for evaluating energy 

savings that includes, but is not limited to gross and net effects. The methods serve different 

purposes for system planning. 

A copy of the requested study will be provided in electronic format. 
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HECO/RMI-FSOP-IR- 1 04 : 

Ref: RMI FSOP, page 11. "HECO has already stated in its IRP filings that it can meet this goal. 

If IOU's in other jurisdictions can achieve even higher goals, given our extremely high electrical 

rates and motivated consumer base, so can HECO." 

a. Please confirm that the "goal" that is being referred to are the RPS goals. If not, please 
explain what goal is being referenced. 

b. Removing energy efficiency from the current RPS standard implies that the RPS must be 
met by traditional renewable sources. Please provide workpapers and/or other support that 
indicate that meeting the RPS by traditional renewable sources is achievable in Hawaii. 

RMI RESPONSE (Kyle Datta): 

a. The "goal" referred to here is the current Gwh of energy reduction from DSM programs 

contained in HEC07s IRP filings and this current ratecase. 

b. If energy efficiency is removed from the RPS standard, an additional 764- 1,187 GUTh 

could be necessary to meet a 20% RPS depending on the rate of growth and the degree of DSM. 

See attached excel spreadsheet. Please refer to the DBEDT GEC 2004 study and WSB 2003 

study for the Hawaii Energy Forum regarding the Hawaii's renewable energy potential for 

conventional renewable power generation (wind, solar PV, solar HW, geothermal). In addition 

to these studies, RMI observes that biofuels can be used to meet the RPS. In fact, HECO has 

issued an RFP for biohels for its most recent plant. Please refer to the DBEDT Stillwater 2003 

study regarding the potential for ethanol fuel production in the State of Hawaii. RMI observes 

that both ethanol and biodiesel blends can be imported to Hawaii to make up any shortfall in 

indigenous renewable power generation. 
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CAGR: Compound Annual Growth Rate (of electricity sales) 
RPG: Renewable power generation 
RD: Renewable displacement 

The above matrix displays the additional renewable power generation (RPG) and renewable 

dispIacement (RD) in megawatt hours required to meet the proposed renewable portfolio 

standard that would exclude energy efficiency as a type of renewable energy. 

[Supporting spreadsheet is not in practical printing format and is provided electronically.] 
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Ref: RMI FSOP, page 11. How does RMI envision holding a non-utility entity accountable for 
the energy efficiency goals under contractual obligation? 

RMI RESPONSE (Carl Freedman): 

A non-utility under contractual obligation would be held accountable for attaining its energy 

efficiency goals by one or more of several possible mechanisms. The nature of the mechanism 

should be appropriate for the nature of the contractual obligation. If the obligation is to provide 

specific services, payment for provision for services rendered could be contingent upon 

completion of the provision of the services. Incentives or penalties could be also be 

implemented based on timely completion of services. If the contractual obligation is more 

generally defined (as in providing specific amounts of avoided energy or capacity) the 

compensation to the non-utility could be contingent upon evaluation of the attainment of the 

goals. Penalties or positive incentives could be implemented. In any case, the applicable 

contract should specifl what the obligations are, how fulfillment of the obligations will be 

determined and what penalties or incentives should apply. 
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Ref: RMI FSOP, page 12. Regarding the statement "If agreement cannot be reached with a 
utility regarding reasonable DSM financial recovery mechanisms or if these mechanisms prove 
too expensive or cumbersome.. .", what financial recovery mechanisms would then apply to non- 
utility DSM administrators and who would develop such mechanisms? 

RMI RESPONSE (Carl Freedman): 

The financial mechanisms that would apply to non-utility DSM administrators would be 

mechanisms for (1) recovery of direct expenses of DSM program implementation and 

administration and (2) possible incentives or penalties for attainment of program objectives and 

any established goals or thresholds. Mechanisms to address host utility revenue erosion (lost 

margins) would not apply to non-utility DSM administrators. 
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HECOIRMI-FSOP-IR- 1 07: Ref: 

RMI FSOP, page 12. What level of utility incentives is RMI proposing (e.g., if the proposed 
DSM programs represent an investment in DSM resources of $15 million, what level of 
compensation to the utility andlor a third party administrator would be reasonable to aggressively 
pursue the successful implementation of cost-effective DSM programs)? 

RMI RESPONSE (Kyle Datta): 

See RMI's response to HECO/RMI-FSOP-IR-142. Note that RMI's proposed incentives are 

defined by the total resource test savings, not based on cost. RMI may be able supplement its 

response based on necessary information provided to HECO responses to RMI's information 

requests. 
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Ref: RMI FSOP, page 13. "Utility administration and utility implementation of DSM programs 
(existing structure)." HECO currently uses non-utility third-parties to install all DSM measures. 
Would RMI still consider HECO to be implementing the DSM programs? 

RMI RESPONSE (Carl Freedman): 

See footnote #6 at the bottom of page 13 of the RMI FSOP regarding the distinction between 

DSM program administration and implementation. HECO employees do not install DSM 

measures but HECO is still responsible for carrying out the delivery mechanisms (disbursing 

incentives, determining qualifying installers, tracking and reporting, associated advertising, etc.) 

therefore HECO is still performing functions of implementing the DSM programs. 
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Ref: RMI FSOP, page 19. "Regarding HECO's proposed DSM programs specifically, the 
utility-incurred costs are not normal and ongoing in nature." 
a. If the company intends to make DSM part of its normal and on-going activity, why would 
it not be realistic to include prospective staff and program costs a test year calculation of base 
rates? 

b. If the company could not ramp up to the normal on-going level of DSM activity within 
one year, would it be prudent to include the ramped portion in base rates and the remaining full 
year costs through a DSM surcharge in future years? 

RMI RESPONSE (Carl Freedman): 

a. The normal and ongoing nature of DSM program expenses is one of several concerns 

identified by RMI regarding including DSM expenses in base rates. Several other reasons are 

identified in the bulleted text starting on page 18 of the RMI FSOP continuing to the top of page 

20. Note that for purposes of HECO's proposals in this docket, RMI holds that HECO's DSM 

program expenses are not normal and ongoing because they represent a severalfold increase in 

magnitude compared to previous expenditures. 

b. No. See response to part a. above and bulleted text on pages 18 to 20 of the RMI FSOP. 
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Ref: RMI FSOP, page 26. "RMI's decoupling mechanism proposed in this docket (energy 
revenue decoupling for selected customer classes recoupled by an index of number of 
customers)" 

Please demonstrate the correlation of RMI's index of number of customers to HECO's 
fixed costs using historical data. 

M I  RESPONSE (Carl Freedman): 

RMI does not have access to the required information and has not performed this correlation. 
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HECO/RMI-FSOP-IR- 1 1 : Ref: RMI FSOP, pages 28 -29. "Lost margins are the 
difference between what the utility loses by way of reduced revenue due to reduced energy 
consumption and what it saves by not having to generate and deliver the incremental energy." 

This definition of lost margins is different from the following definition of net revenue 
loss in Section 111. F. 2. a. of the IRP Framework: "The net revenue loss is the revenue loss less 
the variable fuel and operating expenses saved by the utility as a result of not having to generate 
the unsold energy." Please explain how HECO's historical use of average base energy costs to 
calculate its lost margins is not consistent with the definition in the IRP Framework. 

RMI RESPONSE (Carl Freedman): The quotation above from the RMI FSOP is a 

paraphrase of the definition quoted above from the IRP Framework. The words are different but 

the meaning is the same. The RMI FSOP phrase "what the utility loses by way of reduced 

revenue due to reduced energy consumption" is equivalent to the IRP Framework phrase "the 

revenue loss." The RMI FSOP phrase "what it saves by not having to generate and deliver the 

incremental energy" is equivalent to the IRP Framework phrase "the variable fuel and operating 

expenses saved by the utility as a result of not having to generate the unsold energy." In both 

cases lost margins are defined as the difference between these two terms. 

HECO's use of average base energy costs to calculate lost margins is not consistent with 

the I W  Framework definition because average base energy costs are significantly less than the 

fuel and operating expenses saved by the utility as a result of not having to generate the unsold 

energy. The fuel costs saved by not having to generate the unsold energy are the marginal 

generation costs not the average base energy costs. Both the IRP Framework formula and 

HECO's application of the lost margins mechanism are portrayed in the following tables based 

on HECO's 2005 rate case test year and HECO's 2005 DSM Accomplishments and Surcharge 

Report dated May 3 1,2005. The tables show the unit impacts per kilowatt-hour of energy being 

avoided by implementation of utility DSM programs for each rate class. The first table is based 
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on marginal costs from HECO's rate application marginal cost of service study. The second 

table is based on marginal costs determined by HECO's analysis of DSM program impacts and 

avoided energy benefits as presented in HECO FSOP Exhibits 10 and 12. See RMI's response to 

HECO/RMI-FSOP-IR-112 regarding the difference between HECO's marginal cost estimates. 

As shown on line K of the tables the IRP Framework method results in the lost margins 

adjustment balancing the revenue erosion caused by DSM program implementation resulting in 

zero revenue effects from DSM program implementation. As shown on line R of the table 

HECO's implementation of the lost margins mechanism results in substantial over collection of 

revenues of about two cents per kilowatt-hour of DSM impacts assuming marginal costs fiom 

HECO's marginal cost of service study and about five cents per kilowatt-how assuming 

marginal costs based on HECO's estimate of its DSM avoided energy costs in this docket. This 

is because HECO calculates its lost margin assuming that base energy tariff represents the cost 

savings to the utility for not having to generate the unsold energy instead of the actual marginal 

costs at the sales level (including transmission, distribution and transformation losses). Line V 

shows the resulting windfall to the utility that results from using current sales level base energy 

costs rather than marginal costs using assumptions fiom HECO's rate application in Docket No. 

04-01 13. HECO's lost margins method used in its DSM Accomplishments and Surcharge 

Reports and use of base energy costs generally both result in over collection of revenues. The 

intent of the lost margins mechanisms is to negate the revenue erosion caused by implementation 

of utility DSM efficiency programs. It is not the intent of the mechanism to increase revenues to 

the utility as a result of DSM efficiency program implementation. 

Note that neither the tables nor HECO's lost margins methods take into consideration that 

the revenue lost due to DSM program implementation is actually the marginal energy rate not the 
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average rate in the tariff. For rate schedules with declining block rates (J, PT, PP and PS) the 

marginal energy rate and thus the amount of revenue "lost" is less than the average energy rate 

used by HECO in determining lost margins. In this respect the HECO lost margins method 

results in additional excess revenue collection than what is specified in the IRP Framework 

formula. 

The data in these tables are the subject of RMI's pending information requests to HECO 

and may need to be amended or supplemented based on HECO's responses. 



RMI Response to  HECOIRMI-FSOP-IR-1 I 1 Example of Revenue, Cost and Net Revenue for One Kilowatt-Hour Sales Reduction Due to DSM 
Marginal Costs Based on HECO Rate Case Application Marginal Cost of Service Study 

This demonstrates the difference between HECO's lost margins methods and IRP Framework specification. 
Based on HECO Rate Application in Docket No. 04-0113; Data cited from RMI FSOP Exhibit E are derived from HECO-WP-2202 and HECO-2218 thru 2225 
Rate Application Data are for 2005 Test Year. 

Schedule R Schedule G Schedule J Schedule PT Schedule pp  Schedule PS 
Line SOURCE 

Source Components of Volumetric (Energy) Tariff 
A Fuel and Purchased Energy Costs (wltaxes) RMI FSOP EX~.E  $0.0679 $0.0685 $0.0684 $0.0667 $0.0664 $0.0679 
B Non-Fuel/Purch.Energy in Energy Charges (fixed costs) RMI FSOP EX~.E  $0.0805 $0.0697 $0.0407 $0.0219 $0.0228 $0.0221 
c Total Unit Volumetric Energy Tariff A + B  $0.1484 $0.1382 $0.1091 $0.0886 $0.0892 $0.0900 
D Revenue Loss Due to Sales Reduction c $0.1484 $0.1382 $0.1091 $0.0886 $0.0892 $0.0900 
E Variable Fuel and Operating Expenses Saved HECO-2211 $0.0814 $0.0814 $0.0814 $0.0814 $0.0814 $0.0814 
F Revenue Erosion without Lost Margins Mechanism D - E  $0.0670 $0.0568 $0.0277 $0.0072 $0.0078 $0.0086 

Lost Margins Adjustment per IRP Framework 
G Revenue Loss Due to Sales Reduction D $0.1484 $0.1382 $0.1091 $0.0886 $0.0892 $0.0900 
H Variable Fuel and Operating Expenses Saved HECO-2211 $0.0814 $0.0814 $0.0814 $0.0814 $0.0814 $0,0814 
J Net Lost Margins Adjustment G - H  $0.0670 $0.0568 $0.0277 $0.0072 $0.0078 $0.0086 
K Resulting Revenue Effect (neg. is loss, pos. is windfall) J - F $0.0000 $0.0000 $0.0000 $0.0000 $0.0000 $0.0000 

Lost Margins Adjustment Implemented by HECO (2005) 
Base Energy Rate HECO 2005 A&S Report 
ECAC Adjustment HECO-$032 

Revenue Loss Due to Sales Reduction L + M  
Variable Non-Fuel O&M HECO 2005 A&S Report 
Base Energy Costs, Generation Level, Not Price Adjusted HECO 2005 A&S Report 
Net Lost Margins Adjustment L - P - ~ 2  

Resulting Revenue Effect (neg. is loss, pos, is windfall) Q - N + E  

Lost Margins Adj. Based on Sales Level, Current Base Energy Costs 
Revenue Loss Due to Sales Reduction c 
Base Energy Costs, Sales Level per 2005 Test Year A 
Net Lost Margins Adjustment S - T  

Resulting Revenue Effect (neg. is loss, pos. is windfall) u - F 



RMI Response to HECOIRMI-FSOP-IR-1 11 Example of Revenue, Cost and Net Revenue for One Kilowatt-Hour Sales Reduction Due to DSM 

Marginal Costs Based on HECO Estimates of DSM Avoided Energy Costs 
This demonstrates the difference between HECO's lost margins methods and IRP Framework specification. 
Based on HECO Rate Application in Docket No. 04-01 13; Data cited from RMI FSOP Exhibit E are derived from HECO-WP-2202 and HECO-2218 thru 2225 
Marginal costs are from HECO FSOP Exhibits 10 and 12 based on 2006 cost ($.I 17) with adjustment to sales level based on HECO-403 
Rate Application Data are for 2005 Test Year. 

Schedule R Schedule G Schedule J Schedule PT Schedule PP Schedule PS 
Line SOURCE 

Source Components of Volumetric (Energy) Tariff 
A Fuel and Purchased Energy Costs (wltaxes) RMI FSOP E X ~ . E  $0.0679 $0.0685 $0.0684 $0.0667 $0.0664 $0.0679 
B Non-FuellPurch.Energy in Energy Charges (fixed costs) RMI FSOP E X ~ . E  $0.0805 $0.0697 $0.0407 $0.0219 $0.0228 $0.0221 
c Total Unit Volumetric Energy Tariff A + B  $0.1484 $0.1382 $0.1091 $0.0886 $0.0892 $0.0900 
D Revenue Loss Due to Sales Reduction c $0.1484 $0.1382 $0.1091 $0.0886 $0.0892 $0.0900 
E Variable Fuel and Operating Expenses Saved HECOFSOPExhibit12 $0.1113 $0.1113 $0.1113 $0.1113 $0.1113 $0.1 113 
F Revenue Erosion without Lost Margins Mechanism D - E  $0.0371 $0.0269 -$0.0022 $0.0227 -$0.0221 -$0.0213 

Lost Margins Adjustment per IRP Framework 
G Revenue Loss Due to Sales Reduction D $0.1484 $0.1382 $0.1091 $0.0886 $0.0892 $0.0900 
H Variable Fuel and Operating Expenses Saved HECOFSOPExhibit12 $0.1113 $0.1113 $0.1113 $0.1113 $0.1113 $0.1113 
J Net Lost Margins Adjustment G - H $0.0371 $0.0269 -$0.0022 -$0.0227 -$0.0221 -$0.0213 
K Resulting Revenue Effect (neg. is loss, pos. is windfall) J - F $0.0000 $0.0000 $0.0000 $0.0000 $0.0000 $0.0000 

Lost Margins Adjustment Implemented by HECO (2005) 
L Base Energy Rate HECO 2005 A&S Report 

M ECAC Adjustment HECo-1032 

N Revenue Loss Due to Sales Reduction L + M  

~2 Variable Non-Fuel O&M HECO 2005 A&S Report 

P Base Energy Costs, Generation Level, Not Price Adjusted HEco 2005 A&S Report 
Q Net Lost Margins Adjustment L - P - L P  
R Resulting Revenue Effect (neg. is loss, pos. is windfall) Q - N + E  

Lost Margins Adj. Based on Sales Level, Current Base Energy Costs 
s Revenue Loss Due to Sales Reduction c 
T Base Energy Costs, Sales Level per 2005 Test Year A 
u Net Lost Margins Adjustment S - T  
v Resulting Revenue Effect (neg. is loss, pos. is windfall) u - F 
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HECOIRMI-FSOP-IR- 1 12: 

Ref: RMI FSOP, page 29. "Marginal costs are substantially higher than the average costs used 
to calculate lost margins in the original and proposed lost margins mechanisms." 

a. Please provide the basis (including workpapers) that substantiate this conclusion, and 
indicate for what years the conclusion applies. 

b. Even if marginal costs are substantially higher than average costs, what costs are 
embedded in base rates? Does the utility recover the difference between marginal costs and 
average costs through its rates? 

c. Would M I  agree that marginal costs vary during hours of the day? Would RMI agree 
that, particularly during hours of lower system load, that it is possible that marginal cost is lower 
than the average cost used to calculate lost margins? Please explain your response. 

RMI RESPONSE (Carl Freedman): 

a. The conclusion is based on a comparison of HECO's base energy costs and HECO's 

marginal costs. 

The base energy fuel cost rate identified for the ECAC in HECO's rate application for the 

2005 test year in Docket No. 04-01 13 is 5.4225 cents per KWH (see HECO- 1032 page 2 sum of 

lines 20'29 and 57). Base fuel and purchased power expenses (including taxes) for HECO's test 

year in its pending rate application are shown in RMI FSOP Exhibit E by customer class 

averaging 6.76 cents per KWH (source citations are shown on the exhibit). This agrees with the 

unit embedded energy costs shown in HECO-2211 which shows a direct comparison of HECO's 

embedded and marginal energy costs. 

Marginal energy costs of different magnitudes are identified in several places in HECO's 

rate case application in Docket No. 04-01 13 and in HECO's FSOP in the instant docket. The 

differences in HECO's various estimates of its marginal costs are a matter of some uncertainty 
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that will hopefully be explained or resolved by HECO's responses to RMI's information 

requests. 

One estimate of HECO's marginal costs is provided in HECO's marginal cost of service 

study in its rate case application. The nature and basis for these marginal costs is provided in 

HECO T-22 in Docket No. 0-0 1 13 starting at page 15: 

the Marginal Cost Study is a tool used to quantify the unit change in the 
utility's costs of providing service due to a unit change in the system load 
or number of customers served by the system. . . . 

The marginal energy cost is the unit change in energy cost associated with 
a unit change in k'7irh produced by the system. . . . 

The marginal energy costs are based on the hourly running costs for the 
six-year period from 2004 to 2009, from the production simulation model. 

The marginal costs from HECO's marginal cost study are provided in HECO-W-2217 pages 90 

through 95 which identify estimated marginal energy costs by costing period for the years 2004 

through 2009 for priority peak, mid-peak, off-peak and average periods. The marginal energy 

costs reported in HECO-WP-2217 are also summarized as an average for the years 2004 - 2009 

equal to 8.14 cents per kWh. HECO-2211 includes a direct comparison of average embedded 

and marginal costs by function. As shown in HECO-2211 HECO's marginal costs (8.14 cents 

per kwh) are higher than its proposed base energy costs including taxes (6.751 cents per kwh). 

HECO also identifies the marginal energy costs associated with implementing its 

proposed DSM programs in its FSOP. HECO FSOP Exhibit 12 explains HECO's calculation of 

the reduction in HECO's production costs that result from implementation of its DSM programs. 

The amount that each KWH of DSM program impact saves HECO in fuel and variable 

operations costs is shown for each year in colume 1 1 on page 5 of Exhibit 12. The application of 

these avoided energy costs to determine the benefits of HEC09s DSM programs (and to calculate 
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associated shareholder incentives) is portrayed in HECO FSOP Exhibit 10. For the year 2006 

HECO estimates that it would save 1 1.7 cents per kilowatt-hour for reductions in production (net 

to system) resulting from DSM implementation. Adjusting this amount to sales level from net- 

to-system level based on HECO's test year sales and net-to-system estimates shown in HECO 

403 this equates to a marginal cost of 1 1.1 cents per kilowatt-hour. 

b. Average costs are imbedded in base rates. No, the utility does not recover the difference 

between marginal costs and average costs through its rates. The utility rates are determined by 

average test year costs. 

The pertinent fact is that the when the utility reduces sales by implementation of DSM 

programs (1) its revenues decrease because less energy is sold (2) its costs decrease because it 

has to generate less energy and (3) its earnings decrease by the difference between these two 

reductions. The applicable revenue loss in (1) above is governed by the tariffs which are based 

on average test year costs and may include both fixed and variable costs in volumetrically 

applied rates. The applicable cost decrease in (2) above is governed by the unit marginal cost to 

generate energy including line and transformation losses. 

c. Yes, marginal costs of generation vary during the day. Yes, it would be possible that for 

limited periods of time marginal costs could in some circumstances be lower than average base 

energy costs but not with HECO's existing generation system and current demand pattern. 

HECO's system marginal costs exceed average base energy costs during all periods of the day. 

See the response to part a. of this information request above and the HECO exhibits cited. On 

HELCO's system where minimum loads are small with respect to baseload generation (and 

resulting curtailment of as-available resources is a concern) it is more likely that marginal costs 

could be less than average costs for limited periods of time. It is possible in some circumstances 
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that marginal costs could be zero for some periods of time, for example, if minimum loads would 

result in curtailment of utility owned as-available wind resources. On the average, however, 

marginal costs are higher than average costs. 

Note that average base energy costs are not the same thing as the average of marginal 

costs. HECO's base energy costs are the average of the costs of running all of its resources and 

purchased power resources. These costs include the costs of operating HECO's least expensive 

generation resources that are base loaded and are not displaced by incremental load reductions. 

Marginal costs, on the other hand, are the incremental costs of running HECO's system and 

include primarily HECO's more expensive cycling and peaking resources which are displaced by 

incremental load reductions. See HECO-604 in HECO's rate case Docket No. 04-01 13 for a 

graphical depiction of HECO's daily load profile and its base, cycling and peaking units showing 

that for much (more than half) of the day cycling and peaking units are HECO's marginal 

sources of generation. 
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Ref RMI FSOP, page 30. "A procedure to adjust the marginal costs used to calculate the unit 
fixed margin could be implemented although this may not be necessary if the current 
implementation of the Energy Cost Adjustment Clause is continued." 

Please explain the relationship between the Energy Cost Adjustment Clause and marginal 
costs. 

RMI RESPONSE (Carl Freedman): 

The relationship between the Energy Cost Adjustment Clause (ECAC) and marginal 

costs as referred to in the quotation above is simply that the existing ECAC makes adjustments in 

HECO's recovery of energy production costs based on changes in the price of fuel and purchased 

power and that this reduces the need for adjustment for variations in HECOYs marginal costs as 

applied in the proposed decoupling mechanism. Note that the quotation states that adjustments 

"may" not be necessary. This is a possibility that could be explored. For example, it would be 

possible to make adjustments to the marginal costs used in the determination of the unit fixed 

margin based on changes in energy prices. 

See RMIYs response to HECOIRMI-FSOP-IR-132 for discussion of the similarity of the 

depicted decoupling mechanism and its transparency to the existing ECAC. 
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Ref: RMI FSOP, page 3 1. "Although the initial establishment of a decoupling mechanism 
would require some careful consideration and some conceptually difficult determinations, it 
would be simpler to implement in the long term." 

a. Please detail the data requirements, design criteria, and implementation steps necessary to 
implement a decoupling mechanism. 

b. In RMI's decoupling proposal would the decoupling parameters (e.g., number of 
customers, fixed revenue per customer) differ by rate schedule? 

RMI RESPONSE (Carl Freedman): 

a. The data requirements to implement the decoupling mechanism proposed by RMI on an 

ongoing basis would be, for each applicable customer class, the test year and current period sales 

and index of the number of customers. The index of the number of customers would require 

tracking of changes to accounts to determine which are additional customers according to the 

criteria identified at pages 7 and 8 of RMI FSOP - Exhibit B. The data requirements necessary 

during a rate case are identified at pages 5 and 6 of RMI FSOP - Exhibit B. The design criteria 

and steps necessary are described generally in RMI FSOP - Exhibit B at pages 2 through 14 and 

in RMI FSOP at pages 24 through 35. 

b. Yes. 
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Ref: RMI FSOP, page 3 1. "The effort and expense to implement a decoupling mechanism like 
the one proposed by RMI on an ongoing basis would be approximately similar in difficulty and 
costs (as well as in several other respects) to the existing Energy Cost Adjustment Clause." 

a. Please identify the "several other respects" in which the decoupling mechanism "would 
be approximately similar" to the existing Energy Cost Adjustment Clause. Please provide the 
basis for the response. 

b. Please state RMI's understanding of the "difficulty" to implement the existing Energy 
Cost Adjustment Clause. Please provide the basis for the response. 

c. Please state RMI's understanding of the "costs9' to implement existing Energy Cost 
Adjustment Clause. Please provide the basis for the response. 

RMI RESPONSE (Carl Freedman): 

a. M I ' S  proposed decoupling mechanism is similar to HECO's existing ECAC in the 

following respects: 

Both make adjustments to volumetric energy charges. 

Both require unbundling of energy charges into source components to calculate 

adjustments. 

Both would be automatic adjustment mechanisms that would be reviewed and approved 

in a rate case and be implemented without formal review until the next rate case. 

Both are determined by discrete statistics that are simply determined and are essentially 

beyond the control of the utility. 

Both are based on comparisons of test year estimates to actual statistics to adjust energy 

rates. 

Both are designed to reduce the need for frequent rate cases by adjusting energy charges 

for exogenous factors. 
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Both are more complicated and difficult to conceptualize and establish than to actually 

implement. 

Both can be expressed, reviewed and approved by development of a spreadsheet that can 

be applied to determine adjustments on a periodic basis. See Response to HECOIRMI- 

FSOP-IR-132. 

The decoupling mechanism could be implemented using an energy cost adder approach 

very similar to the ECAC approach. See Response to HECO/RMI-FSOP-IR-132. 

Both result in adjustments that may increase or decrease rates at certain times but are not 

designed to skew rates on the average or in the long run. 

b. The "difficulty" of implementing the ECAC is characterized by the complexity of the 

calculations necessary each period, the amount of information needed each period to perform the 

adjustment and the extent to which the periodically required information is available, discrete 

and possible to determine without controversy or subjective argument. 

c. The costs of implementing the ECAC are characterized according to the same factors 

identified in response to paragraph "b" above. 
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HECOIRMI-FSOP-IR- 1 16: 

Ref: RMI FSOP, page 35. "Decoupling mechanisms have been implemented in several 
mainland jurisdictions." 

a. How many jurisdictions currently use RM17s proposed index of the number of customers 
as the basis to recouple revenues?" 

b. What has been the history of success for jurisdictions that are using, or have used, the 
number of customers as a basis for recoupling? 

RMI RESPONSE (Natalie Mims under the direction of Kyle Datta): 

a. RMI is familiar with one jurisdiction (California) that uses a customer indexing 

mechanism as the basis to recouple revenues. Southern California Gas Company has operated 

under a margin per customer indexing mechanism since 1998. In 2005, the margin per customer 

index was extended to for Southern California Gas Company until 2008. San Diego Gas & 

Electric was also granted permission to use a margin per customer index from 2005-2008.' 

Please note that RMI does not base its mechanism or rely on implementations in other 

jurisdictions. 

b. What has been the history of success for jurisdictions that are using, or have used, the 

number of customers as a basis for recoupling? 

Southern California Gas Company (SoCal Gas) filed an application in December 2002 to 

extend the margin per customer index for an additional five years, which was granted in 2005. 

SDG&E also joined SoCal Gas in using the margin per customer index in 2005. 

California Public Utility Commission, Decision 05-03-023, March 17,2005. 
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Ref: RMI FSOP, page 38. 'Because utility profits would be contingent upon independent ex 
poste evaluation of actual program implementation the PUC could allow more flexibility in DSM 
program implementation knowing that the utility has a strong incentive to diligently attain 
program goals." 

Please specify the additional DSM program "flexibility" that the PUC could allow. 

RMI RESPONSE (Carl Freedman): 

The original DSM program regulatory compact requires substantial ex ante review and approval 

of the details of program implementation in order to provide assurance that ratepayer funds will 

be prudently used. In order to determine that programs will be cost effective many details of 

program implementation must be defined prior to program approval and implementation. 

Approval of the programs includes specification of many specific characteristics of the programs 

including delivery mechanisms, rebate levels, program participant qualifications, etc. Since the 

reasonableness and prudence of the programs is established based on these details in the program 

application and review, any subsequent changes to these details requires review and approval by 

the Commission. Additional flexibility could be provided to the utility regarding changes to 

program implementation details if sufficient incentives andlor penalties would be determined 

based on ex poste evaluation of utility performance. In this case the regulatory compact would 

rely to a greater extent on ex poste evaluation with associated incentives and/or penalties to 

ensure diligent use of ratepayer funds rather than ex ante review of details in the program 

application and review process. 

The amount and type of flexibility that could be allowed with ex poste evaluation 

would depend on the scope of ex poste evaluation and the magnitude of incentives andlor 
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penalties at stake. In one extreme, if the ex poste evaluation is rigorous and thorough in scope, 

evaluating all aspects of the utility's DSM performance and if the incentives and/or penalties are 

substantial the utility could be allowed to implement its DSM programs however it decides 

without rigorous ex ante review and approval since the utility would be highly motivated to meet 

the objectives of the ultimate performance evaluation. 

The extent to which flexibility would be provided to the utility would be determined in 

the DSM program application review and approval process. This determination should take into 

consideration the incentives that a utility will have on an ongoing basis to make decisions about 

expenditures of DSM funds that are prudent and consistent with the IRP and DSM program 

objectives. For example, if it is determined in the DSM program application proceeding that the 

shareholder incentive mechanism provides sufficient incentives for the utility to optimize DSM 

program participant rebate levels, then the utility could be provided commensurate flexibility in 

adjusting rebate levels without prior Commission approval. 



HECOIRMI-FSOP-IR-1 1 8 
Docket No. 05-0069 
Page 1 of 1 

HECOIRMI-FSOP-IR- 1 1 8: 

Ref: RMI FSOP, page 39. "In addition, RMI believes that two additional programs should be 
offered, a Pay As you Save (PAYS) program (as defined in Act 96, but expanded to include solar 
photovoltaic) and an Affordable Housing Residential New Construction program (AFRNC), for 
developers of affordable housing." 

a. Please provide a suggested amount that should be budgeted annually for the revolving 
loan and whether the loan would be at market rates or low interest rates. 

b. With this type of program, where do you see the boundaries on how the developer could 
spend the loan funds? Would the design cost be paid using these funds too? 

c. Currently, the City and County of Honolulu has a loan program where the City needs to 
pre-approve what the funds will be used for. After installation, the City will directly reimburse 
the installing contractor. Would that be the case here, to ensure that only qualified measures are 
installed? 
d. Would the loan amount be just for the cost differential of the energy efficiency measures 
(standard verses high efficiency) or the entire cost? 

e. Would the loan replace the customer rebate or be in addition to the rebates? 

RMI RESPONSE (Kyle Datta): 

a. RMI has not yet calculated the total amount that would need to be budgeted based on the 

affordable housing demands in Oahu, and projected building over the next two years. 

b. The developers could pay for the incremental costs of constructing more efficient housing 

and the design and engineering required to modify current housing designs to be more efficient. 

c. Yes. In addition, if developers were able to avoid HVAC systems due to other efficiency 

measures in the building envelop, these building envelop measurs would be included. 

d. Yes, the load amount is for the differential cost only. 

e. The loan would be in addition to the rebates, where the rebates do not cover the entire 
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Ref: RMI FSOP, page 40. Does RMI have any information on other jurisdictions that provide 
the leasing of measures installed on a customer's premises, with such leases that in effect appear 
to be "rate based"? If the answer is yes, please provide copies of this information. 

RMI RESPONSE (Natalie Mims under the direction of Kyle Datta): 

The New Hampshire Electric Cooperative (NHEC) and Public Service Company of New 

Hampshire (PSNH) have implemented the Pay-As-You-Save (PAYS) Program. 
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Ref: RMI FSOP, pages 40-41. " M I  has two suggested modifications to the CIEE program: . . . 
(2) change the threshold of eligibility so that the customers must purchase at least as much power 
from HECO as they are seeking in rebates, rather than the 50% threshold, to accommodate the 
advent of combined heat and power (CHP) or other distributed generation (DG)." 

a. Under RMI's proposal, would it be possible for a customer whose facility load is 99% 
provided by a self-generator, to receive DSM program rebates on 1 % of his facility's load? 

b. Under RMIYs proposal, how can ratepayers be assured that the reduction in the 
customer's power consumption, paid for in part by ratepayer funded DSM rebates, will lead to a 
reduction in demand on the system grid? 

RMI RESPONSE (Kyle Datta): 

a. In theory, yes. 

b. If the recipient of the rebates used DSM to reduce its power demand, then cogeneration to 

serve the remaining needs, the demand of the system grid would be not only reduced, but 

eliminated entirely (except for backup to cogeneration). In general, a recipient of rebates for 

DSM only receives the rebates if they install DSM measures that are verifiable. Therefore, their 

electrical demand is reduced. If they subsequently cogenerate to reduce the impact on the system 

further, that does not reduce the value of the DSM measures. 
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Ref: RMI FSOP, page 44. "RMI recommends that the Commission use this docket to implement 
Act 96 and extend the PAYS program to include solar photovoltaic as well, in combination with 
the AFRNC program discussed above." 

a. What is the typical payback period for a residential photovoltaic installation? 

b. Assuming the payback period is an extended period of time, (i.e. ten years of greater), is 
it appropriate to create a program where the customer payment stream may extend for this 
extended period of time? Please explain. 

c. How should the program handle changes in ownership of the residence where the 
photovoltaic measure is installed? 

RMI ESPONSE (Kyle Datta): 

a. The payback of the solar system depends on the electricity rates. As oil prices rise and 

are passed through to the consumer, the payback time is reduced. If we take HECO's 2006 

effective electricity rates of $0.189697 (as per 2/1/06) and assume the current proposed rate 

increase of -$0.0106, then the simple payback period, would be 8.2 years assuming that there 

was no increase in oil prices vs. 2/1/06. (see attached spreadsheet) 

b. It is precisely for long payback periods that loans of this nature are needed for those 

within the lower income brackets that can not afford the higher fixed cost despite the long run 

benefits. 

c. The loan conditions would require that the loan is paid back by the existing customers or 

assumed by the new owner of the residence. The issue is no different than the installation of 

other devices on the home, such as solar water heaters, or load control devices. 
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Ref: RMI FSOP, page 47. "Since these new programs have not been implemented in the test 
year, base rates include collection of "lost margins" that are not really "lost". This will require 
adjustment by some sort of ongoing reconciliation mechanism." 

As indicated on page 21 in HECO's Accomplishment and Surcharge Report filed on 
March 3 1,2006, the test year sales forecast included 12.4 gwh of ramped kwh reduction for 
measures approved in 2005. The actual ramped amount of energy saved from DSM measures 
approved in 2005 was 14 gwh. Should a revenue adjustment for the difference in 2005 kwh 
reduction be required as part of an ongoing reconciliation mechanism? 

RMI RESPONSE (Carl Freedman): 

The need for a reconciliation mechanism depends upon the design and details of the financial 

mechanism. HECO's proposals for recovery of lost margins claim to be subject to 

reconciliation. Therefore, yes, for HECO's proposed mechanisms adjustments for actual versus 

assumed program impacts should be required as part of an ongoing reconciliation mechanism. 

Note, however, that the quotation from the RMI FSOP provided in the information 

request does not refer specifically to the need to reconcile the impacts of programs approved in 

2005. The quotation refers to the need to reconcile the fact that the test year forecast of sales was 

reduced based on the presumption that HECO's new proposed DSM program portfolio would be 

implemented (ramped) in the test year. Since these programs were not implemented in the test 

year, HECO's proposed rates incorporate lost margins that are not really lost. These need to be 

reconciled otherwise HECO will be collecting excess revenues. 
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Ref: RMI FSOP, page 49. With respect to RMI's statement "The amount of shareholder 
incentives proposed is excessive", for HECO's DSM programs estimated costs and energy and 
demand savings, as provided in its FSOP, what level of shareholder incentives does RMI 
maintain to be reasonable? 

RMI RESPONSE (Carl Freedman): See RMI's Response to HECOIRMI-FSOP-IR-142. 
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HECOIRMI-FSOP-IR- 124: 

Ref: RMI FSOP, page 50. "Regarding the RCEA program, marketing and consumer education 
are important components of increasing customer participation in demand side measures. There 
is not enough information to determine whether the amount budgeted and the types of marketing 
measures chosen represent the most cost effective measures to achieve this objective." 

How would RMI measure the cost effectiveness of a marketing and consumer education 
campaign? 

RMI WSPONSE (Kyle Datta): 

Measurement of the cost effectiveness depends on the intent of the RCEA program. RMI 

assumes that the intent of the RCEA program is to raise customer awareness regarding energy 

efficiency and to provide them information regarding energy efficiency programs and options 

(thereby lower their information search costs). There are many market research approaches to 

measure the effectiveness of general marketing programs. One example of a measurement 

approach would be to survey HECO's customer base to understand the baseline level of DSM 

program awareness, to segment HECO's customers, and to determine the relative importance in 

each segment of general information in making the decision to participate in the program, and 

which media the use or trust to obtain information. RMI would expect that the proposed RCEA 

marketing program would use specific media to target the various customer segments based on 

this information. The cost effectiveness could be measured by the degree to which either 

customer awareness or information increased in each segment, using the same survey instrument 

devised in the baseline, and whether, under a multi-attribute customer choice model, this increase 

could be statistically linked to increased participation rates. 
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Ref: RMI FSOP, Exhibit A, page 2. "Alternate market structures would move some 
combination of these phases to non-utility entities: Determination of utility system DSM 
objectives: . . ." 

Does RMI envision any circumstance under which the determination of utility system 
DSM objectives would be moved to a non-utility entity? 

RMI RESPONSE (Kyle Datta): 

The utility will always be responsible for defining the overall system needs for both supply and 

demand since it bears the obligation to serve. Thus, the utility system level DSM objectives (e.g 

how many MW and Mwh, and the desired impact on load shape) would be determined within the 

IRP process. However, if a third party administrator was implementing the DSM programs, this 

non-utility entity would then have the responsibility to define the cost effective suite of DSM 

programs and how they would be executed in order to meet the program objective. 
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Ref RMI FSOP, Exhibit A, page 4. "If a "fund administrator" is established pursuant to the 
provision of Chapter 269 as amended in the 2006 legislative session (SB3 185), the fund 
administrator would automatically be a party to the utility IRP proceedings." 

a. Does RMI envision a single third-party administrator or several third-party 
administrators, each with its own DSM program? 

b. If several third-party administrators, would each one be a party to the utility IRP 
proceedings? 

RMI RESPONSE: (Carl Freedman): 

a. Both would be possibilities. 

b. Yes, although the scope of participation and standing could be limited to the appropriate 

issues. 
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Ref: RMI FSOP, Exhibit A, page 7. "Utility incentives and any non-utility administrator 
incentives would be determined and distributed based on ex poste evaluation of DSM program 
performance conducted by an independent firm retained by the Commission." 

a. Would payment of incentives be withheld until the ex poste evaluation by the 
independent firm is complete, or would there be payments in advance of the evaluation 
completion subject to reconciliation based on the results of the evaluation? 

b. How often would the ex poste evaluation be conducted? 

c. Who would pay for the "independent firm retained by the Commission7'? The 
Commission? 

RMI RESPONSE (Carl Freedman): 

a. Some portion of the incentives could be disbursed at the time or in the year following 

measure implementation similar to the original shareholder incentives and surcharge recovery 

mechanisms. At lease some significant portion of the shareholder incentive would be disbursed 

only upon completion of the ex poste evaluation. 

b. The timing of the ex poste evaluation would be determined at the time of the approval of 

the DSM programs based on the characteristics of the program, program measures and 

measurement and evaluation plans. The ex poste evaluation would take place only after the 

results of the utility (or non-utility administrator) measurement and evaluation studies are 

available. c. The evaluation would be a DSM expense paid for by the same source of funding 

as other DSM expenses. 
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Ref: RMI FSOP, Exhibit A, page 9. "For some DSM programs the utility would continue to 
hnction as the administrator. Several important components of the market structure for these 
programs are the . . . procedures and standards for measurement and evaluation ..." 

Please distinguish the measurement and evaluation efforts conducted by the utility from 
the evaluation efforts conducted by the independent firm retained by the Commission. 

RMI RESPONSE (Carl Freedman): 

The measurement and evaluation efforts that would be conducted by the utility are those 

that are currently conducted by the utility. These measurement and evaluation efforts would not 

be reduced or displaced by the ex poste evaluation used to determine shareholder incentives. 

The independent firm retained by the Commission would use the results of the utility 

measurement and evaluation studies (in addition to any additional necessary studies) specifically 

to determine the disbursement of utility incentives based on the attainment of program 

objectives. 
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Ref: RMI FSOP, Exhibit A, page I 1. For the non-utility administrator of DSM, does RMI 
believe that measurement and evaluation activities should be performed by an independent entity 
in order to preclude the possibility of gaming? 

RMI RESPONSE (Carl Freedman): 

The standards for independent performance of measurement and evaluation activities 

should be the same for utility and non-utility entities. To the extent that there is a possibility of 

gaming this should be addressed. To the extent that the measurement and evaluation activities 

are used directly to determine incentives (or lost margins) the results should be performed by 

independent entities or should be closely monitored and reviewed by the Commission. 
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Ref: Exhibit B, page 2. "The reporting process should be 
improved to the extent possible to facilitate effective and efficient review by the DCA and PUC." 

a. Please specify the ways that the reporting process could be improved. 

b. Does RMI have any comments or proposed improvements that should be considered by 
HECO to its existing Annual Program Modification and Evaluation (M&E) and 
Accomplishments and Surcharge (A&S) Reports? 

RMI ESPONSE (Carl Freedman): 

a. Both the utility staff and the Consumer Advocate staff have unofficially vocalized 

complaints about the reporting process. The current reporting process requires voluminous 

documentation which is difficult to understand, interpret and review. RMI is suggesting that the 

opportunity should be taken to improve the process if this is possible. RMI would defer to the 

utilities, the Consumer Advocate and the Commission staff to determine the specific ways that 

the reporting process could be improved. Some standardization and expository documentation 

should be considered. The utility should confer with the Consumer Advocate and the 

Commission staff to obtain any suggestions regarding improvements to the process. 

b. See response to paragraph "aa" above. 
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HECOIRMI-FSOP-IR- 1 3 1 : 

Ref: RMI FSOP, Exhibit B, pages 5-6. The RMI proposed Energy Charge would recover 
marginal &el costs in the Fuel Energy Charge and recover fixed costs in the Non-Fuel Energy 
Charge. Please provide examples of decoupling rate design from other regulated jurisdictions 
that are similar to this EM1 proposal. 

RMI ESPONSE (Carl Freedman): 

RMI's proposed decoupling mechanism is not based on rate designs from other jurisdictions. 

See response to HECOIRMI-FSOP-IR-116. 
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HECO/RMI-FSOP-IR-132: Ref: RMI FSOP, Exhibit B, page 5. Fuel Energy Charge, 
including footnote 3. HECO' s current energy charges recover test year estimates of total fuel and 
purchased power expense and some portion of test year estimates of fixed costs. The RMI proposal 
example shows Fuel Energy Charge = Test year marginal delivered energy cost. Does the RMI 
proposal intend to recover marginal energy costs instead of estimated test year total energy costs? If 
so, explain why. If not, please show how the proposed fuel energy charge would be calculated for 
HECO's Schedules R, G, and J without marginal energy cost data, and please provide all references 
for each calculation. 

RMI RESPONSE (Carl Freedman): No, the RMI proposal does not intend to recover 

marginal energy costs rather than estimated total test year total energy costs. As stated in the RMI 

FSOP the magnitude of the energy charges (customer charges billed on the basis of kilowatt-hour 

sales) would be calculated in a general rate case using the same methods presently used. The total 

energy charge would still be equal to the estimated test year unit energy costs for each rate class 

(which, as noted in the information request, includes both variable and fixed cost components). The 

RMI proposal differs from HECO's existing rate design in the respect that the energy charge would be 

divided into two components with one component adjusted based on the number of customers (for 

each applicable class). It is the division of the energy charge into these two components that is based 

on the marginal energy costs. The total energy charge remains based on test year unit energy costs. 

As requested, attached below are several tables that demonstrate how the proposed fuel energy 

charge would be calculated for HECO's Schedules R, G, and J. Marginal energy data are used in the 

calculation of the decoupling mechanism. References are provided. The first table shows how the 

necessary determinations to support the decoupling mechanism would be made in the context of a 

general rate case or based on information from a general rate case. The second table shows how the 

decoupling mechanism would be applied in each periodic application between rate cases. The 

example is for an annual period but the mechanism could be also be implemented on a monthly or 
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quarterly basis. The third and fourth tables show the resulting revenue streams that result from the 

mechanism depicted. Explanatory notes are provided on the tables. 

The mechanism depicted implements the decoupling method and equations described in the 

RMI FSOP and exhibits except that (1) the equations in the mechanism depicted here have been put in 

the form of energy charge adjustments similar in form and application to HECO's existing ECAC 

mechanism and (2) necessary detail in the form of the equations has been added in implementing 

equations. Putting the equations in the form of an energy charge adjustment provides a method of 

implementing the mechanism that is transparent to other rate design features (including the ECAC), is 

generally familiar to the Hawaii utilities and regulators and is feasible to implement by existing 

billing formats and procedures. 

Alternate mechanisms have been developed by RMI. The particular method depicted here 

follows most closely to the principle described in the RMI FSOP and exhibits that net recovery of test 

year non-fuel expenses included in the energy charge (after production costs are covered) will track 

and increase in proportion with an index of the number of customers. Sales volumes do not affect the 

net revenues of the utility. This is demonstrated on the third and fourth tables. 

The data in these tables are the subject of RMI's pending information requests to HECO and 

may need to be amended or supplemented based on HECO's responses. 
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Determination of Decoupled Test Year Energy Charges In General Rate Case 

Hawaiian Electric Company - Fixed Margin Based on Marginal Energy Costs Method #I 
Source information based on original rate case application in Docket No. 04-01 13 (Revenue at Proposed Rates) 

Customer Class => RIE G J Source 
Line 

A Test Year Sales (MWH) 

B Avg. Energy Charges (billed per KWH) 
C Energy Charge in Marginal Block 

D Fuel and Purchased Energy Costs (w.taxes) 
E Unit costs (per Kwh) 

F Non-FuellPurch.Energy in Energy charges 
G Unit costs (per Kwh) 

H Marginal Energy Costs (sales level) 
J Unit costs (per Kwh) 

$172,652 $26,299 $82,100 B - D 
$0.0805 $0.0697 $0.0407 F I A  

K Fixed Margin (Marg. En.Charge-Marg. En.Cost) $143,717 $21,419 $55,834 8 - H  
L Unit costs (per Kwh) $0.0670 $0.0568 $0.0277 H / A  

Test Year Energy Charges (Decoupled) 
N Total Energy Charge (Marginal Block) 
P Fuel Energy Charge 
Q Non-Fuel Energy Charge (Fixed Margin) 

R Total Energy Charge (Base Block) 
S Non-Fuel Energy Charge (Base Block) 

T Total Energy Charge (Middle Block) 
U Non-Fuel Energy Charge (Middle Block) 

$0.1484 $0.1382 $0.0928 C 
$0.0814 $0.0814 $0.0814 J 
$0.0670 $0.0568 $0.0277 C-J 

$0.1145 
$0.0331 R - J  

This table shows the determinations that would be made in  a general rate case that would serve as the basis for subsequent 
periodic calculation of decoupled energy charges. The parameters that would be determined specifically for application to later 
periodic adjustments are the Fuel Energy Charge and the Non-Fuel Energy Charges. These are shown on lines P, Q, S and T. The 
other parameters shown that are used in later periodic adjustments are already determined in  the general rate case by existing 
practices. The Non-Fuel Energy Charge shown on line Q is the charge for the high consumption block (marginal block) for 
Schedule J. 

Lines E and G break out total energy charges into base fuel and non-fuel components approximately according to HECO's existing 
methods. The base fuel energy charge based on average energy costs would continue to be used as the basis for application of 
the ECAC. 

Marginal costs i n  this table are derived from HECO-2211 and are used here for expository purposes. Appropriate marginal costs 
that represent the unit change in  energy cost associated with a unit change in KWH delivered energy (sales level) 
need to be identified and applied. 
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Periodic Calculation of Decoupled Energy Charge Adjustment Method #I 

Hawaiian Electric Company - Fixed Margin Based on Marginal Energy Costs 
Source information based on original rate case application in Docket No. 04-01 13 (Revenue at Proposed Rates) 

Line Customer Class => RIE G J Source 

A Test Year Sales 2,145,700 377,100 2,016,900 HECO-WP-2202 p . 2 ~ 7 3  

B Actual Sales 

C Sales Growth Factor 

Hypothetical 

1.05 1.05 1.05 B I A  

D Decoupling Factor (Sales) -0.0476 -0.0476 -0.0476 (A1B)-1 

E Test Year Non-Fuel Energy Charge (Marginal Block) $0.0670 $0.0568 $0.0277 Test Year Determination 

F Decoupling Adjustment ($0.0032) ($0.0027) ($0.0013) D*E 

G Test Year Number of Customers 

H Actual Index of Customers 

257,648 25,629 6,680 HECO-201 

Hypothetical 

J Customers Growth Factor 1.03 1.03 1.03 H I G  

K Customer Factor 0.0300 0.0300 0.0300 (H1G)-1 

L Test Year Non-Fuel Ekpenses in Energy Charges $172,652 $26,299 $82,100 Test Year Determination 

M Incremental Non-Fuel Revenues $5,180 $789 $2,463 K * L  

N Recoupling Adjustment $0.0023 $0.0020 $0.0012 M I B  

P Decoupled Non-Fuel Charge Adjustment ($0.0009) ($0.0007) ($0.0002) F + N  

Q Decoupled Non-Fuel Effective Charge (Marginal Block) $0.0661 $0.0561 $0.0275 E + Q 

This table shows the calculations that would be made periodically to determine the adjustment to be added (or deducted) to energy 
charges to decouple utility revenues from sales volume. Two discrete statistics would be required periodically for each decoupled 
rate class: actual period sales volume and actual period index of number of customers. 

The table is configured showing annual periodic adjustment using test year sales volumes and annual period hypothetical actual 
sales volumes. If the decoupling mechanism is applied monthly or quarterly the test year monthly or quarterly sales volumes for 
the corresponding adjustment period would be used. 

Line P shows the periodic adjustment that would be applied to the energy charge. The application of this adjustment to the energy 
charge would be identical to (and transparent to) the method used to apply the ECAC adjustment. 

Line Q is illustrative and shows the resulting effective non-fuel energy charge for the marginal block. Since the adjustment shown 
in line P would be applied to the energy charge generally the integrity of the block structure would be preserved (similar to 
application of the ECAC). 
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Comparison of Resulting Energy Charge Revenues Method #I 
Hawaiian Electric Company - Fixed Margin Based on Marginal Energy Costs 
Source information based on original rate case application in Docket No. 04-01 13 (Revenue at Proposed Rates) 

Customer Class => RIE G J 

Assumptions: 
Ratio of Actual Sales to Test Year Sales 1.05 1.05 1.05 
Ratio of Actual Customers to Test Year Customers 1.03 1.03 1.03 

Test Year Revenue Using Existing Charges 
Fuel Charge Revenues $145,725 $25,816 $1 37,910 
Non-Fuel Charge Revenues $1 72,652 $26,299 $82,100 
Total Energy Charge Revenues $318,377 $52,115 $220,010 
Production Costs $145,725 $25,816 $1 37,910 
Net Revenue (For Fixed Costs) $1 72,652 $26,299 $82,100 

Test Year Revenue Using Decoupled Charges 
Fuel Charge Revenues $174,660 $30,696 $164,176 
Non-Fuel Charge Revenues $143,717 $21,419 $55,834 
Decoupling Energy Charge Adjustment Revenues $0 $0 $0 
Total Energy Charge Revenues $31 8,377 $52,115 $220,010 
Production Costs $145,725 $25,816 $137,910 
Net Revenue (For Fixed Costs) $1 72,652 $26,299 $82,100 

Actual Revenue Using Traditional Tariff Design 
Fuel Charge Revenues 
Non-Fuel Charge Revenues 
Total Energy Charge Revenues 
Production Costs 
Net Revenue (For Fixed Costs) 

Actual Revenue Using Decoupled Charges 
Fuel Charge Revenues $1 83,393 $32,231 $1 72,384 
Non-Fuel Charge Revenues $1 50,903 $22,490 $58,626 
Decoupling Energy Charge Adjustment Revenues 42,006 $282 4329 
Total Energy Charge Revenues $332,290 $54,439 $230,682 
Production Costs $1 54,458 $27,351 $146,119 
Net Revenue (For Fixed Costs) $177,832 $27,088 $84,563 

Check 
Test Year Non-Fuel Revenues $1 72,652 $26,299 $82,100 
Index of Customers Growth Factor 1.03 1.03 1.03 
Test Year Non-Fuel Revs. Times Customer Factor $177,832 $27,088 $84,563 
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Comparison of Resulting Energy Charge Revenues Method #I 
Hawaiian Electric Company - Fixed Margin Based on Marginal Energy Costs 
Source information based on original rate case application in Docket No. 04-01 13 (Revenue at Proposed Rates) 

Customer Class =s WE WE WE WE WE 

Assumptions: 
Ratio of Actual Sales to Test Year Sales 1 1.05 I .05 1 1.1 
Ratio of Actual Customers to Test Year Customers 1 1.05 1.03 1.03 1.03 

Test Year Revenue Using Existing Charges 
Fuel Charge Revenues 
Non-Fuel Charge Revenues 
Total Energy Charge Revenues 
Production Costs 
Net Revenue (For Fixed Costs) 

Test Year Revenue Using Decoupled Charges 
Fuel Charge Revenues $1 74,660 $174,660 $174,660 $174,660 $174,660 
Non-Fuel Charge Revenues $143,717 $143,717 $143,717 $143,717 $143,717 
Decoupling Energy Charge Adjustment Revenues $0 $0 $0 $0 $0 
Total Energy Charge Revenues $318,377 $318,377 $318,377 $318,377 $318,377 
Production Costs $145,725 $145,725 $145,725 $145,725 $145,725 
Net Revenue (For Fixed Costs) $172,652 $172,652 $172,652 $172,652 $172,652 

Actual Revenue Using Traditional Tariff Design 
Fuel Charge Revenues $145,725 $153,011 $153,011 $145,725 $160,298 
Non-Fuel Charge Revenues $172,652 $181,285 $181,285 $172,652 $189,917 
Total Energy Charge Revenues $318,377 $334,296 $334,296 $318,377 $350,215 
Production Costs $145,725 $1 54,458 $154,458 $145,725 $163,191 
Net Revenue (For Fixed Costs) $172,652 $179,838 $179,838 $1 72,652 $187,024 

Actual Revenue Using Decoupled Charges 
Fuel Charge Revenues $174,660 $183,393 $183,393 $174,660 $192,126 
Non-Fuel Charge Revenues $143,717 $150,903 $150,903 $143,717 $158,089 
Decoupling Energy Charge Adjustment Revenues $0 $1,447 -$2,006 $5,180 -$9,192 
Total Energy Charge Revenues $318,377 $335,743 $332,290 $323,557 $341,023 
Production Costs $145,725 $154,458 $154,458 $145,725 $163,191 
Net Revenue (For Fixed Costs) $172,652 $181,285 $177,832 $177,832 $177,832 

Check 
Test Year Non-Fuel Revenues $172,652 $172,652 $172,652 $172,652 $172,652 
Index of Customers Growth Factor 1 1.05 1.03 1.03 1.03 
Test Year Non-Fuel Revs. Times Customer Factor $172,652 $181,285 $177,832 $177,832 $177,832 
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Ref: RMI FSOP, Exhibit B, page 7. "For purposes of implementing the decoupling mechanism 
the index of the number of customers would not be the same as the number of accounts." 

a. At what frequency would the number of customers be needed? 

b. Would new customers at existing premises that were previously vacant be counted in the 
number of customers for this purpose? 
c. Would the utility need to keep track of which customer locations were originally 
occupied, and not count the occupant when re-occupied? Also, would the utility need to keep 
track of which customer locations were originally vacant, and count the occupant when 
occupied? 

d. If a customer were to move from an occupied unit to a unit that was originally vacant, 
would the number of customers increase? 

e. At what point in time would the vintage of unit vacancy or occupancy be set? At what 
point in time would the vintage be reset? 

RMI IESPONSE (Carl Freedman): 

a. RMI has not specified the period for application of the proposed decoupling mechanism. 

The index of the number of customers would be needed once per adjustment period. If the 

adjustment period is quarterly the index would be needed four times per year. 

b. The specifications for determining the index of the number of customers were devised by 

RMI to be simple to implement and to avoid opportunity for gaming or spurious circumstances. 

RMI is open to suggestions for alternate or additional specifications that would meet these 

objectives. According to the specification in the RMI FSOP (1) for each customer class the 

index of the number of customers would be the test year number of customers plus new 

customers at new premises. The pertinent question is whether the premise ever had a previous 

account or whether this is a new premises that has never received service. In most circumstances 

a building permit for a new building would be associated with each new customer addition to the 
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index. In the case of multiple occupancy buildings several new customers might be associated 

with the same new building permit. (2) expiring customer accounts would not reduce the index 

and (2) new accounts at premises that previously received service would not be added to the 

index. The objective of this specification is simplicity in administration and verification. The 

conceptual basis for this specification is that there will always be some number of vacant 

premises and that the number of vacant premises will represent a relatively constant fraction of 

total premises in the long run. This approach avoids the need to track vacancies, expiring 

accounts, reconnecting accounts, changes in occupancy or other changes in accounts that do not 

represent new customers at new premises. The overall objective of the index of the number of 

customers is to serve as an index of the growth of the utility system independent of sales volume. 

c. No. No. 

d. No. 

e. Tracking of vacancies and the vintage of vacancies should not be necessary. See 

response to paragraph "b" above. 
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Ref: RMI FSOP, Exhibit B, page 9. Lines 20-23. M e n  there is system growth during the 
periods between rate cases, the revenue stream provided by existing tariffs is expected to 
increase in total dollars. Please explain and or illustrate how the proposed decoupling 
mechanism replicates "the value of the revenue stream provided by existing tariffs associated 
with system growth during the periods between rate cases." If the value is intended to be 
something other than dollar value, please explain. 

RMI RESPONSE (Carl Freedman): 

See RMI FSOP - Exhibit B at page 7, lines 7 - 15 for discussion that if use per customer remains 

constant the decoupling mechanism would not change the amount of utility cost recovery 

between rate cases from what is collected by the existing rate structure. See RMI FSOP - 

Exhibit B at pages 10 to 1 1 including footnote 9 for discussion of the value of stability of the 

revenue stream provided by the decoupling mechanism. The value of the revenue stability 

provided by the decoupling mechanism has a dollar value in the same sense that stability versus 

volatility in the utility's revenue stream affects the utility's costs of capital that are associated 

with financial risk. 
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Ref: RMI FSOP, Exhibit B, page 10. "The proposed decoupling mechanism does not attempt to 
improve upon the accuracy of the existing regulatory compact in this respect, but rather to 
preserve the approximate magnitude of the value of the revenue stream." 

Is the regulatory compact referred to the existing lost margins mechanism? If not, what is 
the regulatory compact? 

RMI RESPONSE (Carl Freedman): 

The baseline "regulatory compact" referred to in the quotation above is without the original (no 

longer existing) lost margins mechanism and without implementation of DSM. The proposed 

mechanism is designed to preserve the value of the revenue stream so that it is not affected by 

DSM implementation. 
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Ref: Decoupling. Please quantify the effect of RMI's decoupling proposal on HECO's revenue 
historically, 2000-2005. 

RMI RESPONSE (Carl Freedman): 

RMI has not performed this quantification. 
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Ref: RMI FSOP, Exhibit B, page 10. Lines 5-6. RMI recognizes "that the proposed decoupling 
mechanism would affect utility revenues with respect to a broader set of factors than DSM 
program impacts." Please describe how the decoupling mechanism proposal would change if the 
mechanism were intended to limit the impact on utility revenues to just DSM program impacts. 
If RMI's position is that the decoupling mechanism proposal would not change, please explain 
why not. 

RMI ESPONSE (Carl Freedman): 

If the mechanism were changed to account only for DSM program impacts it would be a lost 

margins recovery mechanism, not a decoupling mechanism. 
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Ref: RMI FSOP, Exhibit B, page 11. Lines 1-5.What frequency of periodic adjustment does 
RMI propose for the decoupling mechanism? Please identify decoupling mechanisms in other 
regulated jurisdictions that are adjusted in similar frequency. 

RMI RESPONSE (Carl Freedman): 

RMI has not specified a specific frequency for the periodic adjustment at this time. 
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Ref: RMI FSOP, Exhibit B, page 11. "RMI's proposed mechanism recouples the fixed margin 
revenues to an index of the number of customers. some alternatives that have been considered as 
a basis for recoupling are:" 

a. Please identify decoupling mechanisms in other regulated jurisdictions that recouple 
fixed margin revenues to an index of number of customers. 

b. Why did RMI reject the four alternatives identified on this page and propose an index of 
the number of customers instead? 

RMI RESPONSE (Carl Freedman): 

a. RMI's decoupling proposal does not rely on the existence of form of decoupling 

mechanisms in other jurisdictions. 

b. RMI selected an index of the number of customers as the basis for recoupling because it 

is a good proxy for the growth of the utility system, would preserve the approximate value of the 

cost stream between rate cases (compared to the existing regulatory compact). RMI is open to 

discussing other the other identified alternatives as a basis for recoupling. 
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Ref: RMI FSOP, Exhibit B, pages 14-18. Please provide a numerical illustration of how the 
proposed performance based utility mechanism would be calculated and implemented. 

RMI RESPONSE (Kyle Datta): 

See RMI's response to HECOJRMI-FSOP-IR- 142. 
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HECO/RMI-FSOP-IR- 14 1 : Ref: 

RMI FSOP, Exhibit B, page 15. "Some portion of the utility incentive would be distributed at 
the time of measure implementation but a substantial fraction would only be disbursed after 
evaluation as a true up of the level of incentives ultimately determined to be warranted. . ." 

a. If utility incentives are reconciled on a ex post basis, as is the current practice in effect 
that was approved by the Commission, and any overhnder collection is reconciled with interest, 
then why does RMI propose that a "substantial fraction" of the incentive only be disbursed after 
an evaluation is completed? 

b. What percentage of the utility incentive would be distributed at the time of measure 
implementation and what percentage would be disbursed only after evaluation? 

c. When during the year would the evaluation begin and when would it be completed? 

d. What controls would be in place to ensure that the utility would receive the entire 
incentive on a timely basis? 

RMI RESPONSE (Carl Freedman): 

a. The intent is to provide the utility with an incentive for exemplary and actual 

performance. For this reason the incentive is disbursed at the point when the performance is 

verified. This is similar to most contractual arrangements. Full payment is made only when 

performance has been certified. 

b. RMI has not identified a specific proportion at this time. This could vary based on the 

characteristics of each program. 

c. RMI does not necessarily envision an annual cycle for this evaluation. 

d. Controls would be in place to ensure that the utility would receive the entire incentive 

only upon th 

utility would have to complete any contributing measurement and evaluation activities. 

Assurances to the utility of timely payment after these conditions are fulfilled would be ensured 

by timely action by the Commission. 
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Ref: M I  FSOP, Exhibit B, page 15. "The total magnitude of available incentives would be 
based on a formula to allow the utility to earn as much from a "negawatt-hour" (a conserved 
kilowatt-hour) as it would earn building new supply side resources . . . to generate and deliver a 
kilowatt-hour to serve the same load." 

Please provide additional details of the formula. Please provide an indication of the 
approximate level of the incentive in dollars, based on the information contained in HECO's 
FSOP. 

RMI RESPONSE (Kyle Datta): 

RMI assumes that revenue decoupling is in place, therefore, the utility neither gains nor losses 

from an incremental or decremental kwh of energy sales. Hence, we are focused here on the 

shareholder incentives. RMI assumes that for an incremental load that a particular DSM program 

avoids, HECO would otherwise have to build new supply side resources. For new supply side 

resources, HECO shareholders make no profits on either the fuel or expenses, only on the 

allowed rate of return to equity for the capita portion of the plant. The amount of new supply 

side resources is a component of the avoided costs. In the calculation of avoided costs, the 

energy cost is assumed to be fuel plus variable O&M. HECO should be making no earnings on 

fuel, due to the ECAC, or variable O&M, which is recovered at cost. HECO does make return 

on capital for the capital deployed in new plants and associated transmission. RMI assumes that 

the value of new supply side resources can be determined by the avoided capacity cost. . (Note: 

since the HECO spreadsheets provided do not break out the fixed O&M portion of avoided 

capacity cost, RMI is using the avoided cost a proxy for the capital avoided for illustrative 

purposes only). HECO earns the allowed return on equity times the equity proportion of capital 

for these investments. Using HECO's after tax Weighted Average Cost of Capital (labeled as the 

Composite Cost of Capital in HECO's spreadsheets), we calculate that the levelized value of 
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capital avoided over 15 years for a program starting in 2006 to be $543/kW. HECO is allowed 

to earn a weighted 5.98% on this levelized capital cost of $32.5/kW. This would represent the 

shareholder incentive that would equal HECO's avoided supply side earnings opportunity and 

make HECO indifferent between additional demand without the DSM programs, assuming that a 

revenue decoupling mechanism was in place to pay for all existing fixed costs (including 

shareholder returns on these costs). See Attached Spreadsheet for illustrative calculations. 

Please note that the numbers used in this response and the attached spreadsheet are supplied for 

illustrative purposes and may be amended or supplemented based on HECO's responses to 

RMI's information requests. 



1. CALCULATION OF HECO EARNINGS FROM AVOIDED COST INFORMATION 
FROM HECO FSOP SPREADSHEET CE Analysis DOCKET (05-30-06).xls, tab avoided cost 

Levelized Avoided Cost $/kW $543.94 Applies AfT levelizatlon factor over 2006-2025 values 
Levelized Energy Cost $/Kwh $0.0427 Applies A/T ievelizatlon factor over 2006-2025 values 

2. CALCULATION OF HECO COST OF CAPITAL (WACC) 
Source: 2004 PURPA filing % Pre Tax O/O After Tax 

%Earning Weighted Weighted 
O/O of Total Requirement Requirement Requirement 

Short Term Debt 3% 1.20% 0.04% 0.02% 
Long Term Debt 38% 6.25% 2.38% 1.45% 
Preferred Stock 7 % 6.35% 0.44% 4.40% 
Common Stock 52% 11.50% 5.98O/o 5,98% 
Composite Cost of Capital 8.84% 7.90% 
% Equity Portion of WACC 67,6% 75.7% 

15 Year Leveiization Factor 11.612% i 

5. Utility Shareholder Earnings from Avoided Costs 

Utiliy Earnings on Energy Cost Zero 100% Pass through via ECAC 
Assumes Revenue Decoupling is in Place 

Utllity Earnings on Avoided Capacity 
HECO Avolded Capacity Costs 

Levellzed Avoided Cost $/kW 
Common Equity Earnings $/kW 
Percent of Levelized Cost 

543.94 
32.53 Applies Weighted Equity Return for each year 

5.98% 

4. Example: CXEE Program 

Cumulative Savings (Net System .l.evel) 
Peak Demand Reduction (kW) 
Energy Savings (kwh) 

Utility Earnings (ievelized) $/kW 32.53 32.53 32.53 32,53 32.53 32.53 32.53 

Utility earnings ($) 
NPV Utility Earnings 
Maximum Shareholder Incentive 

5.  hareh holder Incentive Percentage of TRC Calculations CIEE Program 

lbl!&3 ik.x& Net Ben& U/C: 11 
$181,715,611 $88,144,874 $93,570,736 2.06 



4. Example: CIEE Program 

Cumulative Savings (Net System Level) 
Peak Demand ~eduction (kW) 
Energy Savings (kwh) 

Utility Earning $/kW 

Utility earnings ($) 
NPV Utility Earnings $4,996,688 $ 572,165 $ 634,061 $ 695,957 $ 728,104 $ 760,251 $ 792,397 
Max.Shareholder Incentive $4,99Gr688 



4. Example: CIEE Program 

Cumulative Savings (Net System Level) 2019 2020 2021 2022 2023 2024 2025 
Peak Demand Reduction (kW) 
Energy Savings (kwh) 

Utility Earnings ( $/kW 

Utility earnings ($) 
NPV Utility Earnings $4,996,688 $ 824,544 $ 856,691 $ 887.138 $ 888,177 $ 889.217 $ 890,256 $ 891.296 
Max. Shareholder Incentive $4,996,688 
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Ref: RMI FSOP, Exhibit B, pages 15-1 6. "The total quantity of potential shareholder earnings 
would be expressed as a percentage fraction of the total resource cost (TRC) net benefits of the 
portfolio of DSM measures." 

What percentage fraction would RMI consider appropriate? 

RMI RESPONSE (Kyle Datta): 

To fully and correctly perform the calculation, RMI needs to await HECO responses to its IR 

questions. However, for illustrative purposes we simply, and assume, that HECO's numbers on 

CIEE program costs, benefits and impacts are accurate and, (solely to make the calculations 

easier to illustrate), RMI assumes that the levelized shareholder earnings on capacity also applied 

to years 2021-2025, then CIEE program shareholder incentive would be approximately 5% of 

the TRC benefits. 

See RMI Response to HECOIRMI-FSOP-IR-142 for more detail quantification. 

This response depends on and may be amended or supplemented based upon HECO pending 

Response to RMI's information requests. 
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Ref: RMI FSOP, Exhibit B, page 16. "The utility incentive percentage share of the shared 
savings used in each program would be set so that the amount of potential incentives for each 
program is the same percentage of the total amount of the DSM portfolio utility incentives as the 
percentage of each program's contribution to total DSM portfolio gross TRC benefits." 

Please provide a numerical example of how the program percentage shares would work. 

RMI RESPONSE (Kyle Datta): 

To avoid cream skimming behavior, the entire portfolio of DSM programs would be evaluated as 

an integrated package to determine the total amount of shareholder incentive. For illustrative 

purposes, let is assume the total amount of shareholder incentives for all proposed programs in 

this docket is 100 units. The total TRC net benefits for all the programs proposed in this docket 

is $375.007,232. However, one program (REWH) is TRC negative by ($2,817,756). Therefore, 

this program is excluded, making the total net TRC benefits equal to $377,825,028. The CIEE 

net TRC benefits are $93,570,736. Therefore, the CIEE share of the shareholder incentive = 

$93,570,736$377,825,028 or 24.7656%. The CINC net TRC benefits are $32,872,955. 

Therefore, the CINC share of the shareholder incentive = $32,872,955/$377,825,028 or 

8.7006%. Other program shares would be calculated in a similar manner. Note that the 

quantities used in this response are used for illustrative purposes and may be amended based on 

responses to RMI's information requests. 
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Ref: RMI FSOP, Exhibit B, pages 15-16. Please show an example of the calculation of the 
shareholder earnings that are the return on equity portion of the capacity costs avoided by the 
DSM portfolio. Is it possible for the total quantity of potential shareholder earnings to be greater 
than 100% of the total resource cost (TRC) net benefits of the portfolio of DSM measures? If 
not, why not? Describe how the TRC net benefits are related to the return on equity portion of 
the capacity costs avoided by the DSM portfolio. 

RMI RESPONSE (Kyle Datta): 

Yes, it is possible for a program to pass the TRC test and have shareholder earnings greater than 

100% of the TRC net benefits. For example, a program that barely passes the TRC test could 

have a net TRC benefit of $1. In such a case, the maximum shareholder earnings would most 

likely be greater than net TRC benefits. The amount of utility shareholder incentives is clearly 

capped in RMI's formulation by the net TRC benefits. However, we observe from HECO's 

proposed portfolio that the programs proposed have healthly BIC ratios, and this is not the 

situation at hand. The calculation and relationship of TRC net benefits are shown in the answers 

to the prior question and the illustrative spreadsheet for the CIEE program. 
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HECORMI-FSOP-IR- 146: 

Ref: RMI FSOP, Exhibit B, pages 17-18. "If the Cornmission determines that the utility should 
share some of the risks of fossil fuels, such that the ECAC is not a 100% pass through, then the 
avoided cost could be defined each year based on the actual fuel price. This harmonizes the 
sharing of risk. . ." 

Please provide an example of how the avoided cost would be defined if the ECAC is not 
a 100% pass through. 

Please describe how this harmonizes the sharing of risk. 

RMI RESPONSE (Kyle Datta): 

The avoided cost is currently held constant from the time of filing for determination of avoided 

costs, net benefits from prorgams, and the calculation of shareholder incentives based on net 

benefits. If ECAC was defined as 95% pass through, then the calculation of avoided costs would 

be based on 95% of the constant energy costs at the time of rate case filing and 5% of the market 

price for energy as defined by the ECAC. If ECAC was to increase, and the value of 

conservation programs was greater, the corresponding utility incentive would also rise. 
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Ref: RMI FSOP, Exhibit B, page 18. "The incentive would be adjusted to account for free 
riders, market penetration, and persistence of DSM measures." 
How would market penetration and persistence of DSM be measured and determined, and how 
would the incentive be adjusted to account for them? 

RMI RESPONSE (Carl Freedman): 

Market penetration would be measured by the DSM tracking and reporting conventions currently 

used. Persistance would be measured along with measure efficicacy and verification of unit 

measure impacts by studies for this purpose. These studies and DSM program tracking and 

reporting would ordinarily be performed by the utility or non-utility program administrator. For 

purposes of determining the disbursement of shareholder incentives a separate ex poste 

evaluation would be performed under the supervision of the Commission. This ex poste 

evaluation would be specifically for the purpose of determining whether the objectives 

established for each program are met for purposes of determining disbursement of shareholder 

incentives. This ex poste evaluation would rely on the DSM program tracking, measurement and 

evaluation activities performed by the utility or non-utility program administrators with 

verification and separate studies performed only as necessary. 
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Ref: RMI FSOP, Exhibit C, page 3, Encourages measure efficacy. HECO's Original DSM 
Financial Recovery (i.e., shared savings based on utility cost test) rewards the utility for 
maximizing net system benefits, which is the difference between the energy and capacity costs 
avoided by the DSM programs and program costs. 

Why does RMI indicate that the mechanism does not encourage: 

1. measure efficacy, or 

2. free-ridership control. 

RMI RESPONSE (Carl Freedman): 

The original HECO shareholder incentives mechanism was not applied with any true up 

adjustments to disbursements based on ex poste evaluation (as was the lost margins mechanism). 

Changes in estimates of unit measure impacts or free-ridership were applied to shareholder 

incentives only for those periods subsequent to the studies and evaluations. 
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Ref: RMI FSOP, Exhibit C, page 3. How does the RMI Financial Mechanisms Proposal (i.e., 
shared savings based on TRC test) encourage: 

1. measure efficacy, 

2. measure persistence, and 

3. free-ridership control? 

RMI RESPONSE (Kyle Datta): 

The total resource test defines the net benefits based on the total benefits (avoided capacity and 

energy) vs. the costs incurred by the utility and the customer. Thus, a percentage the the net 

TRC benefits aligns the utility to focus on the programs that have the greatest savings to society 

overall. As stated in the prior questions, the choice of the TRC test, per se, has no bearing on 

measure persistence and free ridership control. These are calculations that must modify the 

values within the TRC test. 

Furthermore the disbursement of the shareholder incentive would be contingent upon ex poste 

evaluation of program performance that could include specific criteria for these and other 

program performance characteristics as a basis for determining incentives. 
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Ref: RMI FSOP, Exhibit D. Utility Incentives. 
How does full ex poste performance in the RMI Strawrnodel differ from the true-up in the 
original HECO DSM Financial Recovery? 

RMI RESPONSE (Carl Freedman): 

The original HECO shareholder incentive mechanism was not implemented with any true up 

based on ex poste evaluation. This was a difference between the implementation of HECO's 

original lost margins mechanism and its shareholder incentives mechanism. 
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Ref Final Statement of Position. On page 20, RMI states that it "would be appropriate for a 
utility to recover actual costs of implementing any approved utility-administered DSM 
programs." Is it correct to assume that RMI would qualify this statement to refer to prudently 
incurred costs? 

RMI RESPONSE (Carl Freedman): 

Yes. 
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Ref: Final Statement of Position. On pages 23 and 24, RMI discusses its perceived need to 
provide positive incentives for utilities to pursue DSM. The ability to earn more from building 
supply side assets is noted. 
a. Does RMI agree that the installation of DSM is less risky financially than the 
construction of supply side resources? 
b. If so, how does RMI recommend that the Commission take the lower DSM risk into 
consideration? 
c. If not, please explain RMI's reasoning. 

RMI RESPONSE (Kyle Datta): 

a. The question of risk depends on who bears the risk. From society's perspective, 

efficiency investments are indeed less risky that the construction of fossil fuel side resources, 

because they do not bear fossil fuel risks. However, RMI understands the question to relate to 

the risks borne by the utility. From the utility's perspective, construction of supply side resources 

are under its control, as opposed to the customers, and thus are perceived to be less risky 

financially to them, even if the financial incentives to shareholders for both were exactly the 

same. 

b. RMI believes the commission should incorporate the volatility of fossil fuels into the 

consideration of avoided costs. Since efficiency (and for that matter renewables) create a hedge 

of fossil fuels, the value of this hedge should be quantified and added to the price of fossil fuels 

(or deducted from the costs of renewables or efficiency) when determining cost benefit. 

In terms of allowed rate of return, we believe the methodology proposed by RMI fairly 

compensates the utility for the risk of undertaking DSM since the revenue decoupling takes out 

the volatility of earnings and ensures 100% certainty of recover of fixed costs. 

c. See above. 
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Ref: Final Statement of Position. 
On page 35, RMI states that decoupling has "been implemented in several mainland 
jurisdictions." 
a. Please identify which jurisdictions and provide the specifics of each mechanism. 

b. For each jurisdiction, please state the period for which the decoupling mechanism has 
been in effect. 

c. For each jurisdiction, please state the period for which the decoupling mechanism has 
been in effect. 

RMI ESPONSE (Natalie Mims under the direction of Kyle Datta): 

a. There are six states that RMI is aware of that are implementing or planning to implement 
a decoupling mechanism. (CA, ID, OR, MD, CT and NY). 

California 

In September 2003, Pacific Gas & Electric reached a settlement agreement with parties in 

its general rate case, which included a new revenue decoupling mechanism to remove the 

disincentive to invest in energy efficiency.' Southern California Edison has had a distribution- 

only revenue decoupling mechanism in place since April 2002.~ Southern California Gas (SoCal 

Gas) has operated under a decoupling mechanism 1998.~ 

Oregon 

In 2002, the Public Utility Commission of Oregon adopted a settlement agreement 

signed by a number of parties to the Commission's established a decoupling mechanism for 

Bachrach, D., S. Carter and S. Jaffe, "Do Portfolio Managers Have An Inherent Conflict of Interest with Energy 
Efficiency?" The Electricity Journal, Volume 17, Issue 8, October 2004, pp. 52-62 

Id. 
Id. 
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Northwest Natural Gas In 2005, an independent assessment of the effectiveness of 

the decoupling mechanism will be conducted to inform the Commission's decision on whether to 

extend the mechanism. The independent assessment is not yet complete. 

In October 2005, Cascade Natural Gas requested Public Utility Commission of Oregon 

authorization to establish a Decoupling Mechanism (Docket Nos UG 167 and UM 1227). In 

April 2006, the Public Utility Commission approved Cascade Natural Gas' Conservation 

Alliance Plan (CAP). The CAP plan includes a decoupling mechani~m.~ 

Idaho 
In May 2004, the Idaho Public Utilities Commission endorsed a proposal to decouple 

Idaho Power Company's revenues from its sales in the utility's general rate case.6 The 

Commission directed parties to work together to design a specific mechanism "to remove DSM 

investment disincentives" and to consider "whether (and to what extent) performance-based 

incentives such as revenue sharing could or should be incorporated into the resolution of this 

issue." 

New York 
In December 2004, New York Public Service Commission ruled that NYSERDA and the 

Department of Public Services would not be ordered to lead the development of a revenue 

decoupling mechanism (RDM). The Public Service Commission also stated, 

while we will not require that an RDM be developed and implemented in this case, we 
remain interested in ensuring that all reasonable efforts are not made so that the incentive 

Public Utility Commission of Oregon. 2002. Order No. 02-634. Salem, Ore.: Public Utility Commission of 
Oregon. September 12. 

Order 06- 19 1, p 1, available at http://upps.puc.state. or. us/orders/2006ords/06-191.pdf 
Bachrach, D., S. Carter and S. Jaffe, "Do Portfolio Managers Have An Inherent Conflict of Interest with Energy 

Efficiency?" The Electricity Journal, Volume 17, Issue 8, October 2004, pp. 52-62 
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for utilities to increase sales does not interfere with the development of cost-effective DM 
in their service territories." 

Connecticut 

2005 Energy Independence Act: 

The Department of Public Utility Control shall conduct an investigation on how best to 
decouple the earnings of natural gas companies and other public service companies &om 
their sales to promote the state's energy policy. The department shall report, in 
accordance with the provisions of section 1 1-4a of the general statutes, its findings and 
recommendations for legislation to the joint standing committee of the General Assembly 
having cognizance of matters relating to energy and technology on or before January 1, 
2006.~ 

Maryland 
Baltimore Gas & Electric has a decoupling mechanism for residential and general service gas 
customers that was established in 1998: 

"The Delivery Price under Schedules D and C [residential service and general service] is 
adjusted to reflect test year base rate revenues established in the latest base rate proceeding, after 
adjustment to recognize the change in the number of customers from the test year level. The 
change in revenues associated with the Customer Charge is the change in number of customers 
multiplied by the Customer Charge for the rate schedule. The change in revenues associated with 
throughput is the test year average use per customer multiplied by the net number of customers 
added since the like-month during the test year and multiplying that product by the Delivery 
Price for the rate schedule. The change in revenues associated with Customer Charge and 
throughput is added to test year revenue to restate test year revenues for the month to include the 
revised values. Actual revenues collected for the month are compared to the restated test year 
revenues and any difference is divided by estimated sales for the second succeeding month to 
obtain the adjustment to the applicable Delivery Price. Any difference between actual and 
estimated sales is reconciled in the determination of the adjustment for a future month. 

The Monthly Rate Adjustment is calculated separately for Schedule D, Schedule C, excluding 
Daily Metered customers, and Schedule C Daily Metered customers only. Details of the 

State of New York Public Service Commission, Case 04-E-0572 -Proceeding on Motion of the Commission as to 
the Rates, Charges, Rules and Regulations of Consolidated Edison Company of New York, Inc. for Electric Service, 
December 2004. 

From Section 2 1 of the EIA, online at http://www.cga.ct.go~/2OO5/ACTPA/2OO5PA-OOOOl-ROOHB-0750 1 SS 1- 
PA.htm. 
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calculation of the billing adjustment are filed monthly with the Public Service Commission." 

b. See response to part a. above. 

c. See response to part a. above. 
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Ref: Final Statement of Position. Please compare RMI's proposed decoupling mechanism with 
decoupling mechanisms implemented elsewhere. In doing so, please state RMI's opinion as to 
which jurisdiction's mechanism is most similar to RMI's proposal. 

RMI RESPONSE (Carl Freedman): 

See response to CAIRMI-IR-3. Please note that RMI's decoupling mechanism was not based 

and does not rely on any specific mechanism implemented in other jurisdictions. 
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Ref Final Statement of Position. Please explain how the decoupling mechanism RMI proposes 
in this Docket avoids the problems discussed in the second full paragraph on RMI's FSOP page 
25. 

RMI FESPONSE (Carl Freedman): 

The "problems" discussed in the noted paragraph pertain to unbundling all utility costs and 

allocation of all costs strictly in accordance with cost of service. The shortcomings of this 

approach to rate design are "avoided" because RMI's proposed decoupling mechanism would 

not implement this approach. The only respect in which RMI's approach would unbundle costs 

strictly on the basis of cost of service would be in the division of volumetric energy charges into 

fixed and variable components. Note that the determination of the total energy charge would 

remain the same as in the current (or otherwise evolving) rate design and would be based on 

average unit test year energy costs allocated to customer class including both fuel and non-fuel 

components, See M I ' S  response to HECO/RMI-FSOP-IR-13 1. 
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Ref: RMI FSOP page 39: RMI recommends that A Pay As You Save (PAYS) program, including 
both solar and hot water and photovoltaic solar electric systems (PV) should be included in the 
DSM package. HSEA's written testimony in support of SB2957, Act 96, establishing the pilot 
PAYS program, also supported the inclusion of residential PV. Does RMI believe that the 
combination of quantitative and qualitative system benefits provided by PV make this technology 
conventionally cost-effective, or would RMI use some other metrics in arguing for the inclusion of 
PV in the residential PAYS program. 

RMI RESPONSE (Kyle Datta): 

RMI believes that PV is cost effective under today's rates and current tax credits. RMI calculates 

an 8 year payback on residential PV systems, (see response to HECOIRMI-FSOP-IR 120. This 

means the PV technology is already cost effective, the problem is affordability for low income 

customers that can not afford the first cost nor can they wait for an 8 year payback. 
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HREAIRMI-FSOP-IR- 1. 

On page 7, regarding IRP and integration of a potential third party DSM utility (TPDU) with the 
host utility's IRP process, should a TPDU prepare its own DSM plan in coordination with the 
host utility's IRP? For example, HREA envisions that a TPDU would submit its DSM plan with 
periodic updates so that the host utility could incorporate the TPDU's estimates of demand and 
energy reductions into the host utility's load forecast. HREA also envisions that the host utility 
would provide feedback and suggestions to the TPDU. Does RMI believe this would be a 
workable process? 

RMI RESPONSE (Carl Freedman): 

The Commission's IRP Framework provides that the utility IRP should consider all 

resource options that may be available in the twenty year planning period. This certainly 

includes any DSM programs or TPDU plans that may be approved, developed or under 

consideration by the TPDU. This includes possible resource options that could be developed by 

non-utility entities as well as those that are developed by the utility. 

Any TPDU should prepare its own plans. These plans should incorporate and address the 

objectives identified in the utility IRP. These plans and various possible resource options 

considered in the development of the TPDU plans should also be considered by the host utility in 

the host utility IRP. 

Note that the proposed process for planning integration within the IRP process between 

the TPDU and the utility is outlined in RMI's FSOP and exhibits. 
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On page 13, regarding market structures, there have been a 
number of states looking at third party utility approaches and some with implementation, e.g., 
Vermont, Oregon, New York and Texas. Also, HREA has learned recently about a proposal 
from the California Coalition For Energy Efficiency (CCEE), based on the Texas program, 
which we believe deserves consideration for Hawaii. The CCEE proposal can be found at: 
h t t ~ : / / w w w . w o m e n s e n e r ~ ~ y m a t t e r s . o r g / c ~  .pdf. 
Does RMI have any comments on the CCEE proposal or the Texas program? 

RMI RESPONSE (Kyle Datta): 

RMI has not reviewed the CCEE proposal or Texas program in depth for its applicability to 

Hawaii, so declines to comment at this time. 
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On pages 26 to 30, regarding RMI's discussion on revenue erosion and proposals for decoupling, 
is RMI saying that the utility will always experience revenue erosion when conducting DSM 
programs? For example, is there revenue erosion when the utility's increase in sales exceeds its 
revenue losses due to DSM measures? Furthermore, is RMI saying that the utility is entitled to 
sales growth, or would it be more correct to say that the utility has an opportunity for profits 
through sales growth? For example, it is HREA's view that the utility has revenue opportunities, 
while DSM providers should have opportunities to provide energy savings to consumers. 

RMI RESPONSE (Kyle Datta): 

By definition, utilities will have lower revenues due to the implementation of DSM programs. 

When DSM programs reduce sales utility revenues are less than they would otherwise be. This 

is true with or without general system load growth. Between rate cases increased load growth 

generally results in higher utility revenues. RMI is not saying anything about a utility's 

entitlement to load growth except to note that, in order to make the utility revenue-neutral with 

respect to the implementation of DSM programs the effects of load growth should be decoupled 

from utility revenues. 
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On pages 35 to 38, regarding incentives (for whoever administers DSM), would RMI support a 
"fixed price" mechanism for delivery of specific programs and measures? For example, the 
incentives could b performance-based on a figure of merit, such as cost/kWh/year for each DSM 
program, and would necessarily vary from program to program? 

RMI RESPONSE (Kyle Datta): 

RMI assumes this question is proposing a shareholder incentive based on a fixed quantum per 

kwh for saved energy. While this approach has merit in the administrative simplicity, and 

therefore deserves consideration, it assumes that the value to society of a kwh saved is constant 

across all programs, which may not necessarily be accurate. 



BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF HAWAII 

In the Matter of the Application of 1 
1 

HAWAIIAN ELECTRIC COMPANY, INC. ) Docket No. 05-0069 
1 

For Approval and/or Modification of ) 
Demand-Side and Load Management 1 
Programs and Recovery of Program 
Costs and DSM Utility Incentives. 

ROCKY MOUNTAIN INSTITUTE'S RESPONSES TO 

INFORMATION REQUESTS PROM 

KAUAI ISLAND UTILITY COOPERATIVE 

In accordance with the Schedule of Proceedings in Docket No. 05-0069 (as amended) 

Rocky Mountain Institute ( M I )  respectfully submits its responses to the information requests by 

Kauai Island Utility Cooperative (KIUC). 



KIUC/RMI-FSOP-IR-8 
Docket No. 05-0069 
Page 1 of 3 

Ref: RMI Final SOP, pane 12.In its Final SOP, RMI states, in relevant part: 

The existing utility-only market structure should apply to Kauai Island Utility 
Cooperative (KIUC) rather than any alternative market structure except that, if a 
statewide non-utility DSM administrator (or fund administrator) is established, 
KIUC should work in partnership to the extent that benefits to KIUC's customers 
can best benefit. 

In connection with the above, the following summarizes KIUC's understanding of the consensus 
reached by the parties/participants present at the May 1 1,2006 settlement meeting, including RMI, 
on four of the five issues established for this proceeding as they pertain to KIUC, together with 
some background on each issue: 

Docket Issue No. 2: What market structure(s) is the most appropriate for providing these or other 
DSM programs (e.g., utility-only, utility in competition with non-utility providers, non-utility 
providers)? 

Consensus: As it pertains to KIUC, an e1ech.i~ cooperative essentially owned by its customers, 
there should be no change to the market structure by which KIUC currently develops and 
administers its DSM programs, provided that, as recommended by HREA and agreed upon by 
KIUC, KIUC hire a DSM consultant and/or consult with a third party or fund administrator if and 
when appropriate. 

Background: 

Under the current structure, KIUC, at its discretion, either conducts its own DSMIenergy 
services programs or contracts it out to a third party as appropriate. During the meeting, KIUC 
stated that this structure best supports the cooperative model, whereby DSM could be integrated 
with other energy services offerings. 

e KIUC also noted that it strives to provide a level of service to its members even higher than that 
allowed or established by the current DSM evaluation criteria, and as such, KIUC is currently 
implementing programs that go beyond simple cost effectiveness. Examples given were: (1) 
KIUC's current appliance rebate program, whereby KIUC pays a rebate to any member that 
purchases a qualifying energy efficient appliance, and (2) KIUC's current solar rebate and loan 
program whereby KIUC either pays rebates or provides (through third-party lending 
institutions) no-interest loans for the installation of solar water heating systems. In both 
examples, KIUC does not screen for cost effectiveness and the programs are funded by the 
program budget approved by KIUC's Board of Directors (who are elected directly by KIUC's 
customer/members to represent their interests). 

KIUC also noted that the direct install DSM programs offered by KIUC during the past 7 years 
have significantly penetrated the residential markets. As a result, the current remaining markets 
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may be too small to overcome the fixed cost associated with a full-scale DSM-type program. 
KIUC stated that they believe that these small markets can best be served with energy 
efficiency programs that combine DSM programs with other energy service programs. 

KIUC also stated that the commercial programs are an integral part of its Commercial 
Enhanced Energy Services offering and Key Accounts program, through which solutions to 
commercial customer's high-energy costs are achieved through a mix of DSM-type measures 
with other energy service-type measures, such as power factor correction. 

Docket Issue No. 3: For utility-incurred costs, what cost recovery mechanism(s) is appropriate 
(e.g., base rates, fuel clause, IRP Clause)? 

Consensus: As it pertains to KIUC, KIUC should be able to recover its utility-incurred costs from 
its members and customers via cost recovery mechanisms that are deemed most appropriate for 
KIUC's situation and cooperative structure. 

Back~round: As a not-for-profit, member-owned cooperative for which the traditional rate base 
method of ratemaking is not applicable, KIUC anticipates working with the Commission and the 
Consumer Advocate at some point in the future to determine the most appropriate cost recovery 
mechanism that should apply not only to energy efficiency costs, but to all of its costs of operation 
in general. This is a matter that should be decided at the time of KIUC's first rate case or 
deregulation proceeding, and is outside of the context of the subject proceeding. 

Docket Issue No. 4: For utility-incurred costs, what types of costs are appropriate for recovery? 

Consensus: As it pertains to KIUC, KIUC should be able to recover all of its incurred costs 
associated with energy efficiency programs. 

Background: During the meeting, KIUC explained that this cost recovery issue seems to involve 
whether DSM program costs should be recovered from the utility's ratepayers or instead paid for 
by the utility's shareholders. KIUC explained that this is not applicable to KIUC (i.e., a not-for- 
profit, member-owned cooperative with the ratepayers and the shareholders essentially being one 
and the same). In the end, it is our understanding that all parties present agreed that KIUC should 
be allowed to recover its costs associated with energy efficiency programs. 

As a side note, during the meeting, we also understand that the parties considered whether there 
should be a revenue erosion mechanism and if so, what should this mechanism be. For the same 
reasons as Docket Issue No. 3, it is our understanding that the parties present agreed that this issue 
does not apply to a not-for-profit, member-owned cooperative such as KIUC. 

Docket Issue No. 5: Whether DSM incentive mechanisms are appropriate to encourage the 
implementation of DSM programs, and, if so, what is the appropriate mechanism(s) for such DSM 
incentives? 
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Consensus: As it pertains to KIUC, the use of financial incentives to facilitate the pursuit of DSM 
programs are not applicable to KIUC. KIUCYs ratepayers and shareholders are essentially one and 
the same, and as such, any financial incentive charged to the ratepayers to benefit the shareholders 
is essentially a charge that will be returned to the ratepayers (aka shareholders). 

In addition, with respect to Docket Issue No. 1 (Whether energy efficiency goals should be 
established and if so, what the goals should be for the State), it is also KIUC's understanding that, 
during prior discussions amongst the parties, an agreement was also reached that energy efficiency 
goals should not be established, as it pertains specifically to KIUC. 

Please confirm whether KIUC's understanding of the above consensus is correct, as they apply to 
KIUC. If not, please explain why KIUC's understanding is incorrect. 

RMI RESPONSE (Carl Freedman): 

RMI basically agrees with the general themes of the statements posed in this information request, 

however, the scope and specificity of the of the statements above exceed the scope and specificity 

of what was formally agreed by consensus of the parties present at the May 1 1,2006 settlement 

meeting. For example, the final words agreed by the parties as circled on the whiteboard regarding 

the applicability of an alternate market structure for KIUC are as follows: 

"Alternate market structure will not apply to KIUC provided that KIUC hire a DSM 

consultant and/or consult wlthird party DSM administrator (or fund administrator) if & when 

formed." 
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Ref.: Issue 1 : Whether energy efficiency goals should be established and if so, what the goals 
should be for the State. 

The various types of energy sources each have their own set of attributes, usually both 
positive and negative, in contributing to the state's overall energy picture. 

a. Should increasing the diversity of energy sources/alternatives be included as part of any 
energy efficiency goals? Please explain why or why not. 

b. Should the process of identifying energy efficiency goals take into consideration the 
different scenarios, e.g., natural disasters, shipping disruptions, local refinery problems, etc., under 
which energy is, and will be, needed? Please explain why or why not. 

c. For each energy goal to be identifiedladopted, should the definition of "efficient" and the 
methodology adopted to quantify such "efficiency" differ? If "yes", how doeslwill each goal 
account for such difference, and, if "no", what is the common definition of and methodology to be 
used to define and quantify each goal's efficiency? 

RMI RESPONSE (Kyle Datta): 

a. The diversity of the mix of energy sources and alternatives is a factor that should be 

considered in establishing goals for energy efficiency resources. Whether diversity should be a 

specific goal depends on how any goals would be expressed in each applicable venue. Note that 

RMI recommends in its FSOP that goals should be expressed in several ways in several venues. 

Diversity could be identified as a specific goal, it could be a way to measure the attainment of other 

goals (such as energy security) or it could be considered a factor used to attain other goals. 

Diversity of energy sources should be included as part of the states overall energy goals to 

mitigate risk. In terms of energy efficiency, to the extent that state energy efficiency goals are 

promulgated for power, they should also include gas and transportation fuels to address all energy 

sources. 
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b. See response to paragraph "a" above. The process should certainly include identification of 

supply side risks and the degree to which energy efficiency measures mitigate those risks should be 

quantified and, where possible valued. This will aid in the determination of the how much energy 

efficiency is cost effective, and therefore the appropriate goals for the state. 

c. For each goal that is adopted the meaning should be clear. If it is necessary to provide 

specific definitions to clarify the meaning of any goal then appropriate definitions should be 

provided. RMI has not identified any definitions that would apply to specific goals. 
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